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ADOLRACT 


Zero base budgeting is neither a new concept nor 
one founded in the traditions of private and public 
budget systems. It is, instead, the latest in a long 
series of budget reform movements bent ufon 
rationalizing an ctherwise incremental process. No 
longer a theoretical construct in search of an 
application, successful instances of zero base 
budgeting are more frequently being encountered in 
state government as well as private enterprise. 
Implementation in the federal sector, however, poses 
new difficulties which must be recognized lest zero 
base budgeting follow the course of previcus treforrs. 
By €xaMining the budget reform movement as well as 
current z¢ro base applications, this thesis attemfts 
Ee identify those difficulties, offer possitle 
solutions, and in so doing, outline an approach to 


federal iaplementation. 
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PEO ALEAENLT OF THE PROSLEM 


This thesis concerns itseif with zero Ease pudgetirg ard 
Mee implementation in the federal sector, particularly in 
the Department of Derense. AS Such it contemplates raticnal 
Meenomac Chcice, necessitated by scarcity, in a hestile 
anvironment characterized by complexity, time constraints 
and Polat Les. Mrcmmice ctw eNhIGhH LOLLOWS will Seek Feo 
demcnstrate that the success of zero obasé budgeting in 
private industry and state government does net automatically 
assure its succ2ss in the federal pureaucracy where nugrercus 
Meeuwliar pitfalls lie in wait. Exocetations Of HEederal 
success can be substantially enhanced, however, by exarining 
the underlying causes of failure in past attempts to 
Tationalize the budget process. Knowledge ct such causes 
Gewoled witk the diverse experience to ce gained from 
cbserving private and state applicaticns can do much to 


lmprove the chance of survival in the federal arena. 


me, «6SCOPE 


Ihe crientation of this thesis to the lessons of cast 
m—OEM and Current apclications provides the backgrcund for 
itS central chjective: developing a general aoprceach to 
M20 DasS= jrudgeting in the federal sectcr. To this end 


Caaptéers II and III examine the history cr oudget reforn 





from several perspectives with primary émphasis cn the 
Planning, Pregramming, Budgeting (PPB) refcrm as a precursor 
cf today's Zero Base Budgeting (Z8B) movement. The frinary 
Purpose cf such an exaMination is to isolate those- factors 
Maen Either impair or facilitate a rational approach. 
Having adequately searched the past in Chapters II and III, 
Chapter IV goes on to define zero pase budgeting as it is 
ccmmonly conceptualized today in terms cf a systematic 
decision making process. The purpose orf such a definition 
ls to provide a model against which the many current and 
diverse aprfrlicaticns can be compared. Such compariscn is 
accomplished in Chapter V by first looking at applications 
in private enterprise, next reviewing the methodolcgy in 
state government and finally drawing conclusicns akout the 
mcst useful aspects cf each. Chapter V seeks to establish a 
megndaticCn upon which the experience gained frem stast 
reftcrms and current applicaticns can be rrought to bear. 
Current federal and Defense plans are then explorec and 
€valuated in Chapter VI with respect tec this empirical 
M@emstruct., Finally, in Chapter VI, a proposed approach to 
zero base LEudgeting in the Department of Derense fer the 
1980s 1s cffered. 


mee UN ETHCLTOLCGY 


In preparing this thesis the author relied heavily on 
three sources of information. First, to adéguately explore 
the facets cf past refcrm erforts, considerable information 
and numercus ideas were drawn from existing literature 
MeOOKS, fPericdicals,congressional documents, é€étc.) 
ccmparison of private and state government applica 
@MerO base Eudgeting, the author rew ccnsider 
Fudget manuals provided by corporation and staté 

p 


eer ices. basciyyee Gata celevanc tO current 
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ijgplementing zero base budgeting in the federal sectcr, and 
particularly the Department of Defense, was obtained by 
interviewing cognizant Defense personnel in the Washington, 


feG., atlea Guring the feriod 19 to 23 June 1977. 
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Comprehensive budgeting, more ccmmonly referred to as 
zezro base budgeting[ 1], is but the latest development in a 
mong history of budget reform. fo understand the fcrmer, 
cne must first understand the latter. In this resvect zero 


base budgeting has not 


me to us aS Aphroaite frem the s5s 


‘ele, ea 
blown, fresh, ceautiful and tcpless."{ 2 


full 


£ 


Instead tudget reform has been an evoluticnary process ¢éach 
chase of which has been profcundly arfected by what went 
merere 12 and by the particular environment in which it has 
@ecurred. The purpose of this chapter is to examine the 
history of budget reform and, by so doing, discover those 
lessons which if applied to zerce base budgeting will further 


Me= chances of survival. 


Peco only PCUNDATICNS CF BUDGETING 


If defined as the allocation of scaice resources bEetweean 
alternatives, budgeting obviously had very early beginnings, 
tor what does man do cther than to make chcices? Whe is to 
say when btudgeting was first recegnizead as such? Perhaps 
the first signs of fiscal consciousness emerged in bitlical 
times in the Nils, Tigres and Eurphrates river valleys. 
Mmere, taxes were levied by the ruiing pharcans, collected 
in the form cf grains and other supstances and subsequently 


disbursed in kind for services recéived.;3] Involving the 


dz 





transfer cf wealth from citizen to ruler and back again, 
such precess concertually differs only in degree of 
ccmplexity from the experience of modern gcvéercnment. 
PEenrcugn ss GOnceptudlly Simidar, Signiricant technical 
Meee ferences Exist. The concept cf "public" did not ¢€xist as 
clearly delineated today. The ruler's power, whether 
despotic cr kenevolent, and consequent ccntrol over the 
State, were dependent upon the size of his central coffers. 
As a consequence, and in tne absence cf an accounting 
PecmmolLogy Or the desire for one, “puklic" and private 
resources were intermixed. Increasing one's wealth was a 
game play3d equally well by the king's own tax collectors 
and diskursing clerks as well as his enemies. Tax 
collections en route to the central treasury as well as 
Gisbursements to the local citizenry were pilfered by <thcse 
alsc seeking wealth and fower. Lacking sol accounting 
mechanism whereby an agent's private resources cculd oe 
Smeeehentidadtea from fublic collections, the ruler resorted 
to cther techniques for imposing personal accountability. 
From tne eé¢arliest pharoahs through the Roman Empire to 
Medieval ties, punitive measures including execution, 
imprisonment, banishment or more hideous sancticns were 
imposed upon those who deprived "Caesar" of that which was 
mais," AS an alternative, particularly where an agent 
structure was not faasible, states resorted to selling 
Mette Ortices and with it the right te collect and disburse 
Mouklic™ funds. In such a way the state was assured revenue 
moe the form of fixed contract payments. The incentive for 
eaose who would purchase and hold public office as private 
BeOperty Wass oem pecential *~pEOriat to ke gained fron 
exploiting their investment to the maximum extent. The loss 
ci significant revenues by the state to such investcrs as 
Ppeuedce2u- OUtCLY of the exploited citizenry led tc the 
demise cf this practice and to the growth cf a bureaucracy 


Sede countarble collectors and spenders. 
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From these earliest moments of fiscal ccnsciousness are 
fcund the rcots of the pudg¢t reform mcvement. Bae iy 
attempts to gain greater control of the state's wealth, 
instigated by and for the king, were gradually replaced by 
greater ccntrols over the king himself. Public awareness, 
first that of the vested few and subsequently of the general 
Public, cr the losses attendant in privately owned furklic 
cffices, corrupt officials, mismanagement and inadeguate 
administrative practices provided the impetus 1G (OG 
development cf the formal budget. 

BieommCVGLUL! Chary = procesS CUlM@inating in a formalized 
budget paralleled the growth cf Tepresentative gove¢errment. 
The first mcvement in this direction cccurred in Britain in 
[eae Witch the signing of the Magna Charta. Its 12th article 
stated that 


"Nc scutage cr aid shall-pe imposed in_ the 
Kingdom unless ae PoeorecOmmon COURCII OL tive 
Heceinme= keeDr NOR tie | purpose Cf raensomine 
wie wings P-erSOn, Making hls CLirst born son 
a Knight, and marrying hi eldest daugater 
GiiGe,  a0G tule diagS LOL this curpoese shall be 
reasonable in amount." 


b4-U) 


Meio @CMphasizing Control cver revenue ccllecticn, such 
@eeree Had the implicit effect of also ccntrolling the 
king's expenditures. Since taxes were apprcved for specific 
purposes, it was expected that revenues collected were to be 
used scléely ror that purpose. Reterzred tec as "Sarmarking", 
even to tnis day, such a procedure became impractical as the 
number of special taxes and objects of exdenditure grew 
gecmetrically to meet society's needs. 

Not until late in the seventeenth century did 
Patliament begin to establish explicit ccntrol over the 
ezcun's expenditures. am liee3 Ciel Or ohvghes 
establisaed the roles of Parliament in authorizinc all 
expenditures by the King. Clearly a precursor cf the 
American tradition to follow, such autnorizations were tc pe 


initiated in the s«gcre representative tody, the House of 
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Ccmmons. Hesitant tc restrict the Crown's power moO 
severely, the details of expenditure contrcl, particularly 
with respect to purpose, was a gradual process applied first 
Sommeene King's military.[(4] Also in 1689 the Civil List 
differentiated the King's personal outlays, which were tc be 
limited, from the state's expenditures. The break between 
public and private was made even more explicit some tine 
after 1760 when the traditional Crown revenues were rerlaced 
by an annual stipend from Parilament. While refinements to 
the Crcwn's prercgatives continued in successive 
Farcliaments, the foundations of Eudgeting had firmly teen 
established in Parliamentary control. 

Having both revenue and expenditure under contrcl of 
Parliament provided a tasis for passage of the Comprehensive 
Fund Act in 1787 whereby all revenue and expenditures were 
to be recorded to a single fund. More inportantiy the 
general fund provided a focal peint for rececrding revenues 
and diskursementS arising from a variety cf tax bills and 
chjects cf expenditure. Much of the work during this 
reriod waS accomplished by Witliam Pitt the Younger, 
Chancellcr cif the Exchequer, whcse retorms net only included 
the General Fund, but technigues cf double entry accounting 
and control over the state debt. Through his efforts the 
first ccmprehensive accounting of governmental activity was 
brought akout, thereby providing the means fcr establishing 
M@eeountakility to the public. memeewas NCE Until 122, 
however, that the Chancellor of the Excnequer provided to 
Parliament a formal statement of revenues, expenditures, 
expected surplus or deficit and financial flan for review 
and guidance. Such was the beginning cr a tudget discipline 
as it is widely recognized tcday. 

Althcugh not yet fully developed as a Eudget system bv 
the time cf the 1776 American Revolution, much ot what 
happened in Britain was applied to the American scene. 
Unhappy mémeries of erforts dating pack to the Magna Charta 


Memeccntrcl the powers of the British Crewn were perhaps 
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responsitle fer excluding mention of the executive in the 
Articles cf Confederation (1781) and for later delegaticn of 
fiscal respcnsibility to Congress in the Constitution 


(1789). In this regard, the Constituticn specifies that 


Xie ba lis L£0L raising revenue shall 
OTiginate in the House of Represéntatives" 
(Az ee vo 2, Section 7) 


and that 


"Nc money shall be drawn from the Treasury 
Ute meena colence CE 2pplroecrireticns made by 
law; and a regular statement and account ctr 
the receipts and expenditures of all public 
Newey Vsiameece DUDLTISnaed TroOm tine to ime." 
(leet we loud Seccrion 9} 


Notwithstanding such explicit delineations or 
Meerensibility, the first decade from 1789 to 1759 saw 
several acticns which might have resulted in the executive 
predominance which the Founding Fathers had so actively 
Scugnt te avcid. The first was passage cf the Treasury Act 
{1 Stat. L. 65) which not only enacted the reguirement for 
rinancial reporting qucted above but established a Treasury 


Department within the Executive Branch with the tasking tc 


mo,.edigest and repare plans for the 
improvement of tne revenue... (and) fee 
Prevarc andy ECpOLE estimates of the public 
revenue and expenditures." 


The second event was President WaShingtcn's appointment of 
meexander Hamilton to the positicn of first Secretary cf the 
Treasury. Hamilton's strong leadership in the financial 
affairs OL the fledgling nation reflected a wide 
interpretaticn or the Treasury Act. Not only did he prepare 
the required estimates of needed revenues and frercsed 
expenditures, but his actions fcretold of an assumed rcleé in 
deciding upon those prcgrams which were deserving of suffort 


and those which were not. Furthermore, Hamilton's first 
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Bragetmmrprovyided Little detail, including cniy four major 
ieeme atems, that 1s, funds for a Civil List, for the Army 
and Navy, for outstanding Treasury warrants, and fer all 
cther federal activities.{5] Such a broad interpretaticn of 
duties and apparent short treatment cf Congressicnal 
prerogatives significantly broadened presidential discretion 
and would have led to the development cf a coordinated 
executive Eudget had it not been hen Congressional 
disenchartrent. 

Initially Congress exercised its monetary powers in the 
Haouse of Répresentatives through discussicn in a ccmaittee 
censistirg cf all members. Only after this deliberaticn was 
a committee of select individuals appointed to trarslate 
Such discussions imto an appropriations bill. Such early 
deliberative bodies lacked the means to do cther than ratify 
executive Eranch, i1.e., Hamilton's, proposals. Prompted by 
growing disenchantment with the situaticn and by Jefferscn's 


advice that 


Vee ie  wOUld pe peace COmMULtlriy Dasrlers 
against their ({ funds) dissipation by 
appropriating specific sums to every specific 
Dreg&am Susceptible Of deftinition...'", 


Momgress in 1792 acted tc curtail executive practices by 
Specifying in detail line items or expenditure indicating 
for what purpose funds might be used. Lacking céricdic 
MepOrts cf public expenditures, executive discretion was 
nevertheless continued by transferring funds betweer line 
items. Withcut the means to monitor specific line items, it 
is not suprising that Congress rarely knew how funds were 
a@etually used. Having all but lest control, the House acted 
gGuickiy to reverse the trend by temporarily establishing in 
the douse of Representatives a Committee on Ways and Means 
charged with the handling of both revenues and expenditures. 

The Ways and Means Committee proved mcré than adequate 


in balancing the growth of executive discretion and, with 


a, 








the increasing number of specific line item controls, 
executive-legislative friction increased sharply. Gradually 
the executive departments were forced to deal directly with 
a growing Congressional committee structure. The Secretary 
c£ the Treasury's Book of Estimates, initially ¢vclving 
toward a comprehensive budget recommendation, instead kEeéecame 
merely a reflection cf individual departmental requests. By 
1802 the continuing friction between legislative and 
executive Eranches resulted in permanent establishment of 
the Youse Ways and Means Committee and increasingly detailed 
memEortiations to further curb executive discretion. 


Beginning in 1802 


"...budget making became an exclusivel 
legislative function in national governmen 
and as such it continued for mcréeé than a 
Gentucy. "(6 ] 


Although continuing tc dominate the budget scene until 
approximately 1910, the legislative cEranch experienced 
several significant changes. Having relegated the MUIreasury 
tc a clérical role, Ways and Means continued to provide the 
cnly forun fcr comprehensive consideration cf both revenues 
and expenditures Simultaneously. Executive influence 
remained at a iow, but continued to be expressed, hcwever 
Slightly, through the initial departmental requests and 
through leadership of an emerging political farty structure. 
Wet until 1865 did this ccmprehensiveness frove to ke too 
much for the single Ways and Means Committee. Increasing 
memeancial activity paralleling the naticn's growtk and 
Seccifically the start of the Civil War necessitated 
separaticn of revenue and expenditure considerations. 
feabcting in i865 with creaticn of the House Committee on 
Mmeet@rriations and in 1867 a similar forum in the Senate, 
the humcer OL committees authorized EO reccmmend 
@ppropriations grew to ten and eight in the House and Senate 


Cespectively by 1885. Introduction of so many appropriating 


ive 





committees fragmented the finance mechanism into a piecemeal 
process, replacing the comprehensiveness cf the years 
Eefore. Micmac Or = au, single point of ccoordinaticn for 
revenue and expenditure decisions was to beccme one of the 
Gemy focal foints of the budget reform effcrt for years to 
ccmeée. 

Actually the rise in the number cf aporopriations 
ccmmittees, particularly after the Civil War, can tc some 
extent Le attributed to a significant rise in revenues from 
fot owilng andustrial and populatica base. Revenues 
Substantially in excess of government expenditures created 
large surpluses availarle for disposal by ambitious and 
energetic Ccongressmen. Anxious to eecultrvace “broader 


constituent Eases, prorpesals for new standing committees and 


program legislation abounded. That such surpluses shculd 
alsc breed wasteful practices, PEESSE CRs Ditty and 
enc uption Within beth cranches of gcvérnment is not 


Suprising. In speaking of Congress James Bryce, histcrian 
and auther of fhe American Commonwealth, advised in 1888 
mad 


"Under the system cf congressicnal finance 
here descrited, America wastes miliions 
anemic. ys Eut her wealth is sc great, her 
revenue so elastic, that she 1s not sensible 
@£ tre loss. She has the gilcricus privelige 
of youth, the privilege of Committing errors 
Witnout suffering ie cm theiL 
ccnsequences."( 7 ] 


In speaking of the executive branch, Jesse Burkhead, an 
€@inent ckserver of government budgeting, further indicates 
that 


"Congressional extravagances during this 
period were matched onl Dy Cmeomerecelt cacy Ct 
the executive departments." 8] 


These early beginnings of budgeting as a discipline and 
cf the Awerican federal budget process provided the setting 
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upon which subseguent reform was to thrive. Congressicnal 
PErOrts te vecrreet the deficiencies of tne late 19th Century 
are but one segment Cr a pervasive process mcre 
appropriately described as part cf the 20th Century reéfcern 
mcvement. Pours seCONEINU?DG with a description of that 
effort it may be beneficial to briefly summarize a few of 
the significant developments with which later reform efforts 


must deal. 


-First, from the time of earliest fiscal 
consciousness Le) the dawning American 
2xperience and even to this daté, a central 
theme of budgeting has been. ccntrol. Hes 
radual evolution from executive ccntrol over 
aQuemcollece@G@Es tO legislative ccntrol over 
the executive has not occurred Fy chance rut 
by design of the Founding Fathers. That suck 
GCUtTOLrPIing tendencies are not likely to be 
erence eaters an) ANDGkcant Factor With 
which future reforms must contend. 


-~Secondly, the degree cf workload imposed Ly 
a budget system had dramatic impact, 
particularly on the comprehensiveness of 
pudget review. The rising werkload faced Ly 
Ways and Means in the late 19th Century sas 


aac least 150 part responsible fot 
fragmentation of an ctherwise comprehensive 
mechanisa. Future attempts. to introduce a 


greater degree of conprehensiveness in the 
Dudget process must anticipate the impact of 
ad@eduworx Oad Qi the process if not te 
become even more fragmented. 
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31 Jlsloeioldlyy > fiscal setting has profound 
influence on the development cf budget 
Mecnanisns. =i1ne Significant Surpluses of the 
period 1880-1909 ld Net prove ecnducive tc 
Stricter executive and ilegislative control. 
In fact the CEP eae cccurred, with excessive 
WoctenemerOvaIding a CEolitical playground. 
Pethaps as surpluses are replaced by 
dericits, reform effcrts will tnrive ane 
Piero cect o One making Will ce found te 
Sel a greater Rete, ad. tCOuascettaltn Nwextent 
at least to replace politics. 


-Lastly, what had been attained ry 1910 haa 
HGt Nappened OVernight cut through a gradual 
Decoooo OLemOadtiticationeana Change. That 4a 
oudget process 1s trtarely diverted from its 
historical past and evolutionary Beene except 
sLjely | fepeslicyalc oma edec. (On cen cst’on well 
intentioned Fudget reformers. 


Having lcoked at much of the history of Eudgeting ard its 
underlying characteristics, it is more meéaningful new to 
meen dt Ludget reforms of the 20th Century. 


Pee BRSEFECTIVES ON EULGET REFORM 

A mest interesting and yet most disturting aspect of 
ctudget reform is the number of diverse perspectives from 
which it is viewed. Taxe for example the budget reéefcrn 
movement's most recent offspring, zero-base budgeting. 
Memrng Of age in 1977, zero-base budgeting Ercught with it a 
plethora cf literature describing what some advocates terned 
a radical departure frem existing budget methcdology. From 
an opposite vantage, public officials with whom the author 
Mes Spoken foint to aspects of the existing Ludget 
methodology which, they contend, are aiready zero-based and 
conseguentiy see only Siight change in business as usual. 
Viewed oy itself neither perspective is sufficiently helpful 
in understanding zeroe-base budgeting, its conceptual 


Ecundation and subsequent growth. Instead, this author 


21 





contends that zero-base budgeting must be viewed frem Ecth 
perspectives, not just as a departure (cne perhaps not so 
radical as is connmonly thought) EIereyin the current 
methodology, but also as the latest increment in an é€veclving 
rerorm movement begun as early as 1906. 

Viewed within the historical context briefly outlined in 
the previcus secticn (and reemphasized here), budget reforn 
has many dimensions, each of which must be examined if cone 
is to benerit from fast difficulties. A first dimension 
Might be the changing external environment. Charles Beard 
(an American historian of the early Twentieth Century) wrote 
rd t 


meucdee reform bears the imprint cr the age 
Mimwalew sat Craginated.'™ 9 |] 


As will be seen in subsequent paragraphs, events of the last 
Seventy yearS attest to the truth of Eéeard's prophetic 
statement. Another dirension is that of the uses to which 
the budget is put. Although first emerging as a device for 
limiting the powers of government, budgeting in the next 
seventy years was tc pass through three fairly distinct 
meoces —~ fifrcr ccntrol to management to flanning.[ 10° In 
what <cliows each stage is addressed in the context cf its 
Meanciple product ~- line iten budgeting, performance 
Budgeting, and Planning, Frogramming and Eudgeting (FPR). 
The third stage, Pianning, can by itself be an important 
perspective from which to view the last seventy years of 
Fudget reform. It too will be examined by shcwing that the 
oitial Purposes underlying line item budgetinc and 
Performance budgeting and PPB were planning criented. While 
the initial intent in each case was not fully achieved, the 
result of each effort was to push the budget progressively 
further in the planning direction. Each of these dimensions 
Can be better visualized in the totality of the reform 


Movement as 


Ze 





ane Ste cu ae to develo Baoge at Gaca ands tc 
Puke sc Ww 2 resource data."( 11] 


Zecro-Baseé Budgeting is the product of this struggle and as 
will be seen can provide the linkage that has been sought 


met SO icng. 


Meee DHE EXECUTIVE BUDGET 


Althcugh an evolutionary frocess in itself, budgetary 
development described in the first section of this paper is 
test viewed as the setting for a succession of reforn 
efforts extending from 1906 to the present. Viewed frem the 
perspectives and in the dimensions described above, the 
budget reform movement or the last seventy years represents 
mse gniticant departure from pre-1906 practices. As the 
reader may recall, budgeting pricr to 1906 was characterized 
as fragmented in the sense that neither a coordinated 
executive budget ncr ccordinated Congressicnal review was in 
existence. Instead Congress was given the ktudget directly 
Ey each of the federal agencies. After uncoordinated 
reviews by each of numerous committees, funds were aliccated 
directly to the agencies by specitic ap proOpEdations. 
Presidential recommendations either on the reguest itself cr 
subseguent allccations resulting therefrom were incidental 
and unsystematic. Not by accident but rather by design, tne 
fragmented budget was a device for limiting the powers of 
gcvernment and particularly its chier eéxecutive. The 
Seltcrupticn and waste of the late 19th Century, the 
revelaticns cf the "Muckrakers" and the impact of a growing 
national deficit following the Spanish American War ali 
however, were to stimulate a reorientaticn of the fLudget 
process. In contrast to the cumbersome and lara¢ely 


ineffective traditions cf control, budgeting subsequent to 
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1906 was to assume a more positive role. Faced by the hard 
Peomonitc and political facts cf deficit spending but hand in 
hand with the activism of President hart and the 
progressivism of the time, refcrmers saw no alternative to 
executive léadership through a more centralized and 
controlled tEudget. Typical of the early refcrmist view was 
that cf Frederick Cleveland (member of the New York Eureau 
of Municipal Research) who argued that only cne individual, 


the President, 


TT cOueiemEiaicar i) tehis yor tie Instituticn 
dspaewnowe” and therefore "...is the only one 
whe can be made respensible for 
Leadership."[ 12 ] 


He was later to add that 


"The ee nosirnere of democracy must te filtered 
ang made to flow into useful chanrels by the 
power cf leadership which can be hade 
acecuntanle. "(13 ) 


Such was the birth of an executive budget characterized not 
just in terms of acccuntability as based in tradition but, 
mcre importantly, as a primary tocol to be used by executive 
leadership in the planned and managed attainment of 
scciety's objectives. As will be seen, the desires of early 
refcrmers were net so easily implemented. Instead the 
leadershif tasking provided the seeds fer gradual pursuit of 
an executive budget evolving first as a refinement of chjeéect 
@ieexpenditure control (1906-1935), secondly in terms of 
performance (1936-1960) , Slaimaey as a planning tool 
(1961-1977) and finally as a consolidation of all three in 
zero-base BudgerzInag wm 4iloGs7—<) . Each is discussed more 


m@eoroughly in what follows. 
ipueetine-item Fudgeting 


Althcugh rudget reformers unanimously agreed upon 


the need fcr an executive budget, considerable divergence 
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ccntinued to exist in the actives underlying such ¢frives 
toward centralization. Far from expressing with one voice a 
Shared ccncept of the budget as a mechanism of planning, 
Management and control, unanimity existed cnly to the extent 
that different groups Saw executive budgeting as the common 
sclution to their separate objectives, that is, achiéving 
ccntrol cr management cr planning. On the cone hand was the 
pregressive reformer who saw executive budgeting as a means 
for attaining social improvements and whe, therefore, 
advocated a predominant planning orientaticn. On the cther 
hand was the pusinessman who, worried by the increasing tax 
burden, gratt and corruption, saw executive budgetinc asa 
means of reducing expenditures and ensuring a continued role 
fer that eéntrepeneur who, like himself, might otherwise be 
Peseempted by the “enterprising" politician. ive hin, 
executive budgeting as a mechanism cf ccntrol was most 
important. The importance of this divergence in motives was 
net tully recognized untii one tried to move from the theory 
of executive Eudgeting to reality. 

The first movements in such a direction occurred at 
the local level of public finance with the fioneering work 
cf the New York jBureau of Municipal Research. In its 
efforts tc establish a budget system for New York City, the 
Eureau was forced to reconcile these divergent interests in 
planning and control. Somewhat Liased by its progressive 
leadership, the Bureau initially pursued a program approach, 
Menmcerning itself with the planning and executior of 
governmental functions. The functional approach hcewever 
failed to satisfy that prereguisite of budget usage dating 
Fack to the times of earliest fiscal consciousness, i.e., 
that the kudget first of all must provide a mears of 
@emtrOoliing the administration. The graft, corrupticn and 
"muckraking" of the times reaffirmed and ferhaps deepened 
the convicticn that control lies at the very heart of 
budgeting. As most succinctly stated by Allen Shick (Budget 


Specialist fcr the Congressional Research Service) 
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4In an age where personnel and urchasin 
Go 20. So) ewer © unreliable, tne 56 aS 
ccnsideration | was |. how to prevent 
administrative improprieties."({ 14] 


Faced with overwheiming evidence or the akcve, the Eurean 
was forced to subordinate functional budgeting and its fecus 
On rational flanning tc the ccntrol functicn. As the Fureau 
cf Municipal Research was to state, functicnal budgetirg 


w,..must be left in abeyance until central 
centrol has been effectively estarlished anc 
the basis has been laid for careful scrutiny 
of departmental contracts and purchases as 
well as departmental work." {15 ] 


Alternative means for providing such scrutiny including 
Civil service reform and salary classificaticns, centralized 
purchasing through competitive bidding, financial audits and 
uniform acccunting techniques, “were to appear and to 
parallel development of the executive Eudget. Ir the 
aksence cf these techniques at that time, stringent ccntrol 
cver executive expenditures was considered a necessity. The 
precedent £f0r such ccntrol, as had been develcped thrcugnout 
the sarlier years cf American History, was tc appropriate by 
myyect OL e@xtenditure {also referred to as line items), that 
mye tO put Strict controls on the input side of the resource 
Bouecion. so it was to be with New York city in its first 
departmental kEudget, that of the Health Department in 1907. 
Having been institutionalized, line itemizaticn gained rapid 
acceptance and use. 

Pricr to continuing, examination cf the advantages and 
disadvantages associated with objects of expenditure asa 
Cemtroi techrigue is mest desirable at this point. First of 
all, the okrject or expenditure classification serves very 
well to limit executive discretion. Where the executive 
kudget specifies in detail the "things" tc be bought and 


where such detail specification is rerpetuated aia 
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legislative appropriations, execution beccues perfunctcry, 
leaving little management prerogative. It 1s in essence a 
means or transferring decision making fewer frem lcwer 
levels tc higher levels of the governing affaratus. Such 
centralization need not occur in the legislative Eranch 
(although it cften does) but may be vested in a céntral 
kudget office merely by specifying detail objects and 
accordant alliccation of funds at that level. Secondly, as 
cpposed to a functicnal-program orientaticn, governments 
tend to cuy the same things albeit for different purposes. 
Fer example, all governments buy personnel services, fuel, 
eeedine travel, office supplies, utilities, ccmputers, etc. 
Net all governments, however, finance a Public Safety 
Educaticn Prceyraa. {Thererore, objects oe expenciture 
provide a common basis upon which unifcerm accounting 
structures can be developed for application thrceughcut 
government. tnerdly, and perhars most iLmpcrtantly,-otjects 
cf expenditure are more easily understood by thes¢ who 
review the cudget documents. For example, it is much easier 
tc isolate the underlying reasons for and to ‘grast the 
meaning cf a thirty percent increase in fuel costs then to 
understand the reason cr mé€aning of a ten fercent increase 
in the President's Energy Conservaticn Pregtram. 

Attendant in the last advantage cited 1s the first 
Magor disadvantage. Such disadvantage lies in the very fact 
that objects cf expenditure are easier to grasp and therefor 
dcminate the budget review process. The result can be that 
"one does not see the forest for the trees." Excessive 
attention devoted to detailed objects means increasingly 
less attenticn keing devoted to the larger and mcre 
lmpertant program issues. A second disadvantage is that 
peeenough facilitating control over executive discreticn in 
fund expenditures, suck control is of no use in deternining 
Whether those funds have been used resfonsibly toward an end 
cbhjective. The executive may have, for e€xagple, spent the 


funds on fuel, but whether such expenditure contributed to 
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the attainment of an end objective is not arpfrarent. Tkis is 
aeeweder  definiticn cf acccuntability and is more 251] 
eemeotance with EuUnctional=-program budgeting. Thirdly, the 
object of expenditure classification while . providing 
sufficient Contre over the executive was, and is, 
susceptible tc substantial abuse by the legislative cranch. 
Influenced DY constituency pressures, legislators 
increasingly relied upcen the object classification te ensure 
eaat "their" specific line was included, thereby placing 
harrow censtituency interests over those of the naticn. 
Whiije forced to recognize the advantages of cbhiject 
classification, the Bureau did nct immediately discard its 
Cwn ideas. Instead it was to see a cecntinued need for 
functional planning to compensate for those disadvantages or 
eeject classifications. iia mculs  “redardsatche  —BUreale .Or 
Municipal keséearch was perhaps the first tc recognize the 


need for 


Sificaticn of costs in aS many 
ways as there are stcries to be 


In attempting to satisfy those who would use the budget asa 
mechanisz of control as well as those who wceuld use it for 
rlanning and management, the Bureau develcped a threefcid 
Classificaticn scheme. Costs were to te identified by 
cbhject Cee Mech aucure, oy OLGdalZational Unit ard by 
Bemction. in sO dcing, something was to tre provided to 
everyone. aathnough conceptually desirable, such an aprreach 
waS in a practical sense not feasible. hacking suffice vege 
humbers of planners, managers and "contrcllers", the systen 


was Simply overloaded with difficuities when faced with the 
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me992° distirct atems of appropriation"{17] and numerous 
subdivisicns thereof in the 1913 appropriations act. in 
justifying its actions, the Bureau ccnceptually saw a 
difference between the operations underlying the budget and 
meme. process Of appropriating. The former was tc tea 
process of planning characterized by functicrs and analysis 
whereas the latter was to satisfy a fredispositicr for 
control. What had not been reccgnized was that the kEudget 
is driven by the informational demands of the 
mempEoOpriation*s process and, therefore, if the latter is 
characterized by objects so will be the former. 

While perhaps misinterpreting itS own énvironment in 
Many respects, the Eureau of Municipal esearch did make 
Sevetal significant and pioneering contrikutions, Goch 
ccencéeptually and empirically, at the earliest stages of 


budget reforgn. These were 


a Penis» a conceptual reccaqnition cf 
budgetary fUneCtlcns other than tne 
traditional control, those being panagenent 
and more impcrtantiy, planning. 


bemmocecoudhy, detocognition cf the néed for 4 
fine he ti sshetcamrOn SGueme «CC SUCECrt these 
PHnee runner reas. 


Cire a ae i am @€Mrirical recogniticn of the 
Struggles between the advocates cf the three 
functions in determining the optimtm balance. 


Geena Oe the empirical recegnition that 
political and econcmic envircnments have a 
determinative impact On awe dee en UNG t 10 1 
doginates. For example, given the absence of 
other mechanisms, the Solero LUuNnGCELON 
dcminates. 





en 0 Ghoukg rd big the predominance of that 
EUNGtLTOn (COntLrOl, Management or ee amg 
given explicit recognition in the 
APELOROLLaAtLONS act. 


The above has dealt predominantly with Lrudget refcrm at 
the municipal level, thereby identifying the point from 
which refcrm pressures were rapidly spread tc both state and 
national levels. Furthermore those rressures at state and 
national levels were the same as those at the municipal 
level, findirg their acst visible support in individuals who 
advccated a positivist role and those who advccated 
cetrenchment. So also did those pressures result in the 
same struggle EOS pLrOper balance creéetween planning, 
Management and control that was pursued at the municipal 
level. 

Piss Pdrcreaces nce discuss at length Such events as 
President Taft's Commission on Economy and Efficiency, its 
report The Need for a National Budget and the Budget and 
Mee@eunting Act of 1921. Mises NOt, DYFCVersignt. “such 
events certainly centributed to strengthening the executive 
kudget ccncept, but they did not alter the dominarce of 
Ghject ci expenditure control among the functicns or 
tudgeting. Change in the balance was net tc eccur until the 


advent cf the perrormance budgeting era in the 1930s. 


2. Fericrmance Budgeting 


ep ee ee ce ee 


Netwithstanding the sparse but continuing advocacy 
memea Greater degree of planning , the contrcl functior with 
its concomitant objects of expenditure had become firmly 
entrenched in local, state and federal gcvernments curing 
Been itirst three decades of the 20th Century. Changing cnly 
in degree ci refinement and growing extent cf application, 
Eudgéeting clearly bore the mark cf its time - a lingering 
distrust cf government. But just as the emphasis on centrol 


WaS a product of its time, sc also was a groking emphasis on 
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Management tc be a product of the second three decades. 
Somitiwaddinehech tO, DUE never peplacing, the ccntrol 
function, the managerial efficiency orientation was to be 
cccasioned by several gradual developments, First among 
these was the rapid growth in public expenditures. Whereas 
ain 1906 federal expenditures were only $570 million, they 
reached $4.2 billion in 1932 and by 1940 were at an alli time 
Pen Of $10 billicn. Rapid growth not withstanding, 
Magnitude alone was substantial if nct sufficisnt inpetus 
Pet centinuing budget reform. AS a centrol mechanisn, 
okjects cf expenditure and line items were to ccme to 
represent s@taller and smaller segments cf the tudget 
relative to an eévéer increasing total and thus a smaller 
degree cz leverage on the whole. Such leverage was 
diminished further by the grewth of an increasingly more 
ccmplex aqcvernmental structure. With the same organization 
rroviding a multitude of different services and vice versa, 
a Single function being performed by a multitude OT 
agencies, the cnce adeguate cbhject classification was freven 
tc be inadeqtate in untangling "who was dcing what with 
which rescurces." With its diminishing usefulness, however, 
came increasing numbers of line items and cbhjects rencering 
the control function even less effective, nore cumbersome 
and costly. This too was to be a stimulus fcr change. 
rortunately, paralleling the rapid Eudget growth and 
diminishing importance of line items were developments that 
would tacilitate the required reorilantaticn cr budget usage 
frem contrci tc management. Perhaps mcst important of 
these, expansion of the public sector reflected a grewing 
reccgniticn that government was net necessarily an 
Mmgmesitable activity but did in fact previde substantial 
Fenefrits. Eudgeting, instead of a means tc restrict the 
gcvernment and its chief executive, came tc ke recognized as 
a tccl te be used in achieving those benefits. The average 


taxpayer, particularly the businessman, althcugh quite 
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Satisfied to receive the benefits, was however interested in 
Faying as little as possible. Seeing in a manacement 


Orientaticn possibilities of economy and efficiency, 
taxpayers were in the BEOnE lines of SUrCeCErt. 
Administratcrs also recognized the advantages ‘epg the 


efficiency crientation or performance budgeting as it in 
time came tc te called. In performance budgeting the 
Seetciagl saw hiS opportunity to portray tc the ungrateful 
taxpayer in detailed factual terms the froducts of his 
contributions. Finally a budget could be presented in "take 
it or leave it" terms, something very difficult to do when 
pertraying costs on an object basis. Said one school 


@a@ficial in rather flowery terms 


DiyoroadmaOnerchinkKing Of) mcney alone ... 
Seat zeotoeonOuUldencal Children Singing in the 
Somingmeencehe,«...fLeel that schecel roofs are 
tight and walls are safe, see the fupils in 
Tic COLTIGOLS Washing their dirty hands anc 
@eying therc clean ones ... A tOp performance 
budge paints pictures in words that justify 
the expenditure. "{ 18] 


Of ne less importance, a myriad of smaller develofments 
Mere aisc te be conducive tec a greater manacement 
@eLtentaticn. woereas reformers of the 1910s had no 
alternatives to onject of expenditure ccntrol, the same was 
Mct true of the late 1930s and early 1940s. By that “ime a 
humber of administrative regulations and puklic statutes had 
keen set fcrth to mitigate against public malfeasance. 


Civil service reform and the mail system, comretitive 


kidding ard centralized Purchasing, wage scales, 
substantially improved accounting and audit rocedures ail 
served to free the budget from some cf its ccntrol 
functions. These developments ~ both the grcwing magnitude 


cf the public sector and the means cf acccmmodating such 
growth ~- Legan to ccnverge in the 1930s, reaching a focal 


FOoint in the New Deal years. 
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The first comprehensive efforts to reorient kEudget 
usage came in 1934 at the hands of the U. S. Department of 
Agriculture and in 193€ bv the Tennessee Valley Authority. 
As envisioned by the Eureau of Municipal Research, they too 
Saw an increased program-vlanning role for the budget and 
conseguently pushed the frontiers of budget usage in that 
direction. That they mistook a rferceived need for flanning 
GmeeepLace Of the actual efficiency-econcomy thrust cf the 
times was not to change the end froduct. Just as the Eureau 
twenty-eight years earlier was tc pursue planning but accept 
fiduciary centrol, so also were current refcrmers to fursue 
planning but accept management ccntrol. The Department of 
Bops2culture effort was a restructuring of the budget in 
terms of projects and within projects, schedules of 
Meeivities fcr accomplishment. Through this restructwuring, 
the Unifcrm Project System, as it came to be calied, 
portrayed resource reguirements according tc the work tec be 
accomplished and the resulting specific ELOauets. The 
secend effort was that of the Tennessee Valley Authcrity 
(iv A) . Fy developing a program budgeting and accctunting 
system that linked the organizational unit, its "activities" 
(smaller subdivisions of work) and encompassing procrams, 
TVA was tc provide and demonstrate the us= cf a mectanisn 
fcr management contrcl and prcgress measurement. 

Even at the Bureau of the Budget, once "concerned cnly 
mens the humble and routine"[{[19] tasks of fiscal control, 
times were changing. In ee7, President Roosevelt's 
Commissicn cf Administrative Management, also known as the 
Eeownlow Ccimissicn, severely criticized the Eureau's 
imadeguate staffing (forty persons), predispesition tcwards 
control and lack Cr management OLLlenta ction . Such 
Fredispositicn was tc change in 1939 with transfer cf the 
Eureau from the Treasury Department to the Executive Cffice 
of the fresident. Simultaneous release of Executive Crder 
6248 on September 8 changed its role in the kudget recess 


and signaled a change in budget usage itself by directing 


ao 





the Bureau 


wieeco mcecpe the President intormed of the 
prcegress of/ activities by agencies of the 
government/ with respect to werk proposed 
Work actually initiated, and work complete 
ai eues a ay to the end that the nonies 


appropriated by the Congress may te expended 
1n the most economical manner possifle ..." 


The predcminant concern for progress and economy as 15 
evident in the / above quote was to motivate incréasing 
Mumkers cf agencies during wWerld War II to accept the 
fanagement fumction as being as important if not more 
mayertant than’ the traditional ccntrol functicn. 

Acccmpanying the introduction of pregram and activity 
structure was the development of workioad measures, unit 
cests and standards of perfcrmance. New York State for 
example, in its use of managerial accourting concepts, 
separated fixed frcm variable costs and by sc doing was able 
memecompute unit costs for the food service and laundry 
functions. Pioneered Ly agencies such as the Census Bureau, 
Pureau of Reclamation and Forest Service, these innovaticns 
were tc previde the first indicators of effectiveness and 
efficiency by describing not only the degree to which given 
end objectives were accomplished but the manner in which 
accomplished. Further innovative use of these indicatcrs 
was made Ey agencies like the Post Cffice which, by 
identifying the numbter cf letters that could re processed by 
cne individual, found a means of projecting future manpower 
reguirements. 

This new management orientation to LEudgeting was to 
Spread rapidly through federal, state and iIiccal governgrent 
Miethe years following Werld War II. Encouraged Ly the 
atmosphere of reform and the new role defined for the Eureéeau 
of the Budget, emphasis on fiscal control began to diminish 
and p@ altered by the new nanagement orientation. All these 
developments culminated in the FPirst Hoover Commission of 


1949 whose report, Budgeting and Accounting, gave official 
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Beecgniticn to the budget's new "face" by its first 


Teccmmendaticn: 


"we recommend tiaw sone Whole Pe ate 
ccncept of the Federal Government should be 
replaced by the adcption of a budget based or 
LUunetuoOns, activities, and se rhae sso thisiwe 
designate a ‘performance budget'." 


FerhapS more important than 6 Se pmaletslecill ReECcogmiLe LCT. OF 
"performance budgeting" was the Ccommissicn's objective of 
altering budget classification away from the things tc be 
bought, persistently surviving despite the new emphasis, 
toward the work to be done. Such was not tc Fe an easy task 
and continues to this day. First steps in this direction 
cccurred in the same year with passage cf the Naticnal 
Security Act. Congress therein expressed its approval of 
performance Eudgeting Fy directing that the Departmert of 
Tefense rudget estimates 


eon lle DS prepared, presented and 
justiried, where practicable, and authorized 
pregrams Shall be administered, in such fora 
Summa icruwasOl ds <O account for, and 
report, the cost of jferrormance cf readily 
MocHEUElapre ELOgramS and activities ...* 


That it was Sérious in its directive was attested to by the 
establishement of a centroller for the entire Department of 
Cefense and €ach of its services, tasked explicitly with 
developing and implementing the new budget methcdclogy. 
Congressional support for the performance Eudget concert was 
further demcnstrated by the Budget and Acccunting Prcecéedures 
MeerOor 1950, which extended performance ctudgeting tec the 
entire federal government. That the number cf Congressicnal 
a@appropriaticns shrank from approximately 200C prior to world 
War IIT to 375 by 1955 was ample evidence that the akcve 
directives were more than mere formality rut instead were a 
shift in the way budget offices and Congressicnal committees 


meerrtea On their business. 


35 





Just as performance cEudgéeting cbktained its initial 
Support from diverse advocates, so also was itS success to 
be measured from different perspectives. Perfcrmance 
kudgeting was initially conceived in the minds of k;udget 
rerermers as the means of planning and rursuing national 
chjectives. In this context it succeeded in leaving a 
legacy cf pregram structure on which future reforms were to 
build but failed as a basis upon which top management 
decisions cculd be made. With its emphasis on the werk to 
mempeaccomplished (1.@., activities) and development of 
indicatcrs tc measure the performance of such work (i.é., 
unit costs and standards), perfcrmance budgeting came te be 
reccgnized as a tocl of management ccntrol exercised 
predominantly at lower levels of an organization. While the 
work tc be accomplished at the lowest levels cf an 
Organization was normally quantifiable, aggregates cf such 
work beccm¢e increasingly mere dirficult tc quantify as one 


mcves higher in the organization. Whereas krewing 


Peete eee emnGOSt: 6.0/9 tO wasn a pound of 
laundry or that the average postal employee 
ean process 259 items of Bail per 


hour..."f[ 20) 


May be tremendously meaningful for those at the lowest 
levels charged with preparing and executing the budget, such 
Knowledge would not be very helprul for those raced with 
choice between purclic investments - the policy makers. Not 
Suprisingly perfcrmance budgeting has continued to be cf use 
tc lewer management levels even tc this day althcugh 
referred to under different names such as productivity 
measurement and cértain manpcwer management systems. Eigher 
aggregaticns of costs and output (benefits) conducive to 
policy making and planning, were to pe the froduct of the 
Mext ¢€ra of Eudget reform ~ the Planning, Frogrammirg and 
Fudgeting era. 
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III. PLANNING, PROGEAMMING ANE BUDGETING (PFS) 


=a = =e —_ ™ aa = eee es 


Despite its apparent failure to meet the flanning 
cbhjectives of Eudget reformers, Performance Budgeting had 
pushed the frontiers of budgeting forward in two respects. 
First was its shift in budget emphasis frcem predozinant 
Sencertn wath anput, that is the resources to be used, to 
censiderations also of output. Secondly, and largely a 
derivative ci the first, was the appearance of a structured 
meamewoOrk Of EEOgGrams, functions and activities from which 
the resource allocation question could be viewed. MThat 
neither asnvsct found much application at the time was 
Ferhaps pet indicative of weakness if concert Eut, 
practically speaking, inability to accomodate such ccncept 
by "State Or the art" management akilities. As a 
consequence, Perfcrmance Budgeting provided unused potential 
Qn the f£crm cf a program~planning concept and structure that 
lacked the proper envirenment for growth. 

By 1961 the latent potentials of Performance Budgeting 
had been aroused sufficiently to provide a -asis upon which 
the next decade and a half of budget reform was te Loth 
BeOurish and in the end flounder. The pericd's principle 
Ccntribution, the Planning, Programming and Eudgeting (FEB) 
Bemeecpt, resuited frem a significant shift in balance 
cretween the control, management and planning functions. 
foes Shift, definitely in the direction of greater flanning 
emphasis, was as in previcus reforms a product cf the 
envircnment. One expert in Eoth state and federal budceting 
finds that 


a 


























"The critical mass for the change came frog 
SEctors; economics, the new data sciences an 
peeve amang «(25 ) 


Casdad 


That the aktove developments were necessary for FFE is 
unarguable; that they were a sufficient basis for PPB cannot 
be argued if one is to review the evidence accumulated in 
the last fifteen years. In keeping with what has been 
Meee ten sO far, it is the author's ccnténtion that FPE is 
the forerunner and not too distant relative of zerc-base 
budgeting. That such is the case will become clearer as 
this paper progresses. Consequently what cccurred during 
the PPB refcrm era, farticularly the success, failures and 
their underlying causes, is most pertinent tc the pursuit of 
zero-~base budgeting and will thererore be explored in the 
following paragraphs. A most useful context for doing sc 1s 
to first e€xamine the rise of PPB and what some might 
consider its one reali instance of success, the Department of 
LCefense aprlication; SeCCGNGl ym tO Give an obecrational 
Metiniticn of PPB; thirdly to appraise civilian agency 
efforts, mostly unsuccessful, tc implement FEB; and finally 
a ccmparison oz successes and failures tec determine the 


underlying causes. 


feel Rist OF PPB 


In that EFB or program budgeting, as referred tc in a 
mcre generic sense, was always tne ideal cf early tudget 
MmenmOLnMers, it is difficult to say when it first occurred. 
Ferhaps uncharacteristic of its predecessors, this latest of 
MeeeeceliS ICund its lmpetus not only in the budget rceforn 
movement itself but in developing technclogies for the mcst 
Patt remcved frcem ccncern for budgeting. The first of these 
See the growing school of macro- and microeccnomic thceught. 


Arising frem the Great Depression neriod, Keynesian 


BN. 








economics gave SYP deer & BEecOgnpeden tc the rule of 
governmental activity in maintaining the health of private 
sector econcmic conditions. Fiscal policy, the professed 
means dy which government was £0 accomplish this 
Maintenance, opened new horizons for the pursuit of e€ccncemic 
(¢.g., full employment) and societal okjectives. The 
relatively simple rules of Keynesian dcctrine - greater 
spending when employment is down and less spending when 
employment is up - were rapidly accepted by politician and 
civil servant alike. Inherent to both rules was the akility 
mom control the level cf government expenditures and, at the 
time, the accepted means of doing so was the budget. 
Whereas fiscal policy became the means to achieve eccncnic 
gcals, budgeting became the means to pursue fiscal pelicy. 
Furthermcre cnce one has agreed upon the EFudget as a means 
Peepucsuing such policy, the next question te be asked is - 
ln what way can the -Eudget best pursue the stated pelicy, 
Meee, WOat 1S the optitum mix and level of expenditures? 
Mcving from macro level considerations, such as that of 
spending mucre or less, to the micro questions of mix and 
evel, micrceconomics was introduced to the public sector 
and was tc Feccme the essence of program budgeting. That it 
did not do £0 right away was the result of several factcrs. 
Merest, ibcth macro- and microeconomic ccnsideraticrs of 
expenditure were ccnstrained poy total revenue. Althouch the 
expenditure side of fiscai pelicy gained rapid acceptance, 


mae concert of flexible tax structure designed to consider 


fu) 


the same macre and micro questicns was slower in evolving. 
As it gained acceptance, prcegram budgeting was at least to 
scme degree freed from arbitrary topos, and born 
expenditure and tax policy were allowed tc pursue a more 
natural, unccnstrained evolution. 

Secondly, although the relationship cf£ macroeccncnmic 
analyses and the microeconomic ccnsiderations of budgeting 
are evident, organizational accommodation of this 


relationship did not, and has nct, occurred. The 1946 Full 


She, 








Employment Act established the Council of Economic Advisors 
and tasked it with fiscal analysis and policy making 
responsibilities. Separate and distinct was the Bureau of 
the Budget whose primary responsibility was that el 
aggregating, from the bottcm up, and compiling a tudget 
document. The lack of institutional arrangement between the 
two and, ir conseguence, the separate roles and behavicrs 
precluded the systematic definition and ure Suet of 
objectives. 

Thirdly, just as an acceptance or Keynesian doctrire was 
we require gates SO alsc Was the applicaticn of 
Microeconcmics in the design of expenditure policy to 


require much work. AS so aptly put by Shick 


WMicreeconomics had been elevated to public 
prcminence paEseey CH e  COd nicl bo Of 2s 
aero Partner. et considerably less is 
understood about the mix Cf public 
expenditures than about the aggregates. "{ 22] 
in hoping to reps eel Oopmective seccnomic GCriterla .£0Er 
determining the optimur mix cf programs, welfare econcmists 
Meee tO be raced with @ long uphill struggle of seeking to 
guantify the inherently unguantifiacle government 
activities. PEGQGLaMeppUdgeting 12S part cf that wvuprbilii 
struggle. 
That program budgeting was not overwhelmed Ly the 
troublescme difficulties outlined above attests tc the 
Eresence cf other Significant and perhaps tore surprcrtive 


meertors. Although act specifically designed to help the 


welfare economists in their pursuit, the separate maturing 


of a number cf informational technolcgies was to ke of 
substantial help. Developed py mathematicians, physicists 
and engineers as early as 1872 in British war gaming, the 
Operations Research discipline was to grow under the 
influence of World War II into a highly usé¢ful mears of 
Cptimizing manpower, materials and equipment in repetitive, 


Guantifiakle Operaticns. Its techniques of iinear 
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programming and game theory, although nighly guantitative, 
were particularly useful in the analysis Oe data. 
Cost-benefit analysis, dating as far back as 1844 but really 
coming of age in the 1950s, proved to pe a useful means of 
analyzing ccsts and benefits of non-repetitive procrams. 
General systems theory, arising out of work in the 
biological sciences in the 1920s, portrayed systems not as 
em@tities but as inter-connected units, each relating tc the 
cther in different but systematic ways. Cy DEEN Ceacs 
another discipline, was developed as the science of 
communicaticn and brought with it the concept of probakilisn 
as a replacement of determinism.{23] Develcped in 1823 by 
Charles Backage, the beginnings of a computer technolocy and 
its subsequent evolution, although not an inforration 
technology itself, enabled the others to cccur and at least 
tc some extent served as the "matchmaker", bringing the 
diverse technologies tcegether into what is often referred to 
as Systers analysis. Borrowing rrom each of the other 


disciplines, systems anaiysis is often defined as 


De atagenete mesa more elevate gGuantitative oye 
enlightene common sense aided Ey modern 
amicivVeteai Techniques. ™f 24 | 


Although uneble to establish a specific date for its 
appearance, it is clear that the problems of the Department 
c£ Defense in the 1950s provided the setting from which not 
Only systems analysis was to emerge but also upon whick the 
traditicns cf budget reform and economic thought were to 


ccnverge. 


meer DEFENSE SETTING 
The Ceéepartment of Defense was fertile ground fcr the 


growth cf program budgeting. Although formal implementation 


of a "program package budgeting" system (as PPB was then 
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called) did not occur until 1961, Defense had gathered 
consideratleé experience in analysis and decision making 
aleng prcgramr lines. David Novick, considered by most to be 
the father of program budgeting, first develcred the ccncept 
in 1941, called the Production Requirements Plan, in 
ccnnecticn with allocation of commodities to cempeting 
needs. Althcugh refined and used during World War II as the 
Gentrolled Materials Plan, its basic intent rémrained 
unchanged ~- the allocation of goods along rogram 1linés. 
From a4 mere conventional perspective, the Navy Department in 
1946 had gained considerable experience freon its 
presentaticn of the fiscal year 1948 budget in both line 
item and pfrceocram format, an effort that was tc prove ecually 
influential in the first Hoover Commissicn. Defense had 
aiso gained considerable experience in using the information 
technologieS mentioned in the preceeding section. Ir fact 
many of them had been developed under the spcnsorship cf the 
Department and individual Services by such "think tanks" as 
the RAND Corgcration. Not surprisingly it was under the 
auspices or the RAND Corporaticn that David Novick ir 1956 
reccmmended the development cf a program tudgeting systen 
fcr Defense.[ 25] 

These early pursuits of program budgeting anc the 
various informational technologies vere tc prove anything 
but academic. They were instead responses tc a growinc need 
fcr management tools that would span all three services. By 
the end cf Werld War II what had once keen a peculiar 
Mission cf each service, whether it be iand, sea or ail, was 
no longer the exclusive prcvirce of that service. Air 
ccmbat had, for example, become a missicn of eack cf the 
three services and each was to compete fiercely for its ow 
aircraft weapons systems. “That Such ccapetition was to 
Meovs 1Ct cnhiy characteristic but also inefficient and 
ccstly prompted the consideration of cross service procrams. 
Where three aircraft might nermally satisfy the parcchial 


interests of €ach service, one aircrart designed to meet the 
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reguirements of all three services might Lest satisfy the 
National interest. 

Furthermcre, preoccupaticn with the fixed budget ceiling 
idea for Defense to which koth Presidents Trumar and 
Eisenhower were committed, did nothing tc better the 


Situation. As one refcrmer was to point out - 


Weeepsesctibing a single £1lxed ceiling in 
advance Ors subcrdinate leveis of the 
executive branch involves the danger of 
Jueging a case before the evidence 1S heard. 
“snow Can One be stre that the celling fcr 
one function iS not set too high and the 


Cewiing fob another too low?"| 26 | 


In this regard performance budgeting did little tc answer 
the soon-to-kEe-asked gquesticn, “How much is needed for 
defense mcre than it is needed for other purfpcses?" (26) For 
after all, hcw can one measure the degree of efficiency 
attained in the pursuit of deterrence. Althcugh peace is an 
adequate measure of effectiveness, 1tS maintenance may be 
achieved by expending sums substantially in excess of 
Cptimum, whatever that might be. The same gc¢es for other 
ccncepts like massive retaliation and preparedness. The 
early experiences cf the 1940s and 1950s Ecth in progran 
Budgeting aid the infcrmaticn technolagies, although ad hoc 
in nature, were to provide the foundation fcr pursuit of 
mmaaget reformziand, in so doing, cf solutions to many Defense 


problems. 


1. Defense FPR - An Operational Definitica 
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Tespite the fertile ground provided ry the Defense 
Department in the 1950s, the growth of program budgeting and 
development cf the formal Defense Planning, Frogramming and 
Budgeting System (FPBS) were to await furtker impetus. Ecth 
the catalyst and agent tor change was to be the appcintment 
cf Robert S. McNamara as Secretary of Defense. Faced with a 
blurring of missions, increasing costs, farticularly thcse 


resulting frcm errers, shrinking response tires and the 
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pernicicus practice of fixed ceiling budgets, McNamara was 
presented with the decision of either managing the 
Lepartment as a whole cr continuing in the rcle, ineffectual 
though it was, of umpire in a highly fragmented, competitive 
game between the individual services. 

In choosing the fcrmér, HcNamara was faced with a 
seccnd prcblem, how to manage the Department. He was later 


to write that the froblen 


"...WaSs not the Wales of Management 
Ue MOM ITY ss « The probiem was rather the 
aksence OL the essential Management 


BOGls... {27 | 


McNamara solved this difficulty by combining the legal 
authority vested in his fosition by Eisenhower's Defense 
Reorganizaticn Message of 1958 and the considerable 
knowledge gained by a staff or former RAND COnpO karan 
€M@plcyees. Ey "stacking" his stafr& with those whe had 
fioneered the new decision making technologies, McNamara was 
te be abie tc more fully integrate not only the activities 
Seeeberense but also the overal®™™iuncticns of plarning, 
control and sanagement. 

The prcblems to which McNamara and Eis staff turned 
were not new but reéevclved arcund the issue repeatedly 
emphasized aly ek budget rerorm literature, 1.¢€., the 
introduction of planning considerations at the front end of 
the budcetary precess. Prior to his arrival there was, 
practically speaking, no connection between flanning dcne by 
the military and budgeting, a responsibility of the civilian 
secretariat. What intégraticn of planning and budgetirg did 
exist was in name only. The Basic National Security [Eclicy 
(BNSF) issued by the Naticnal SCCURLTEY Counei. was 
Supposedly tc kick oft the budget process. Designed tc Le a 
ccmplete and thorough statement of defense policy, it was 
ter practicai purposes, not arle to resolve cisagreemerts on 


what the defense pclicy should be. Instead of providing 
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specific guidance, it became a statement of generalities 
Beceptable te all whe had a role in its preparation. Its 
utility as a basis for developing the second planning 
document, the Joint Strategic Objectives Flan (JSCP) was 
therefore sharply diminished. Prepared by the Joint Chiefs 
cf Staff (JCS), the JSOP was to be a two volume document 
that first assessed the threat and then described tke 
Bilitary force and weapon levels necessary to meet the 
threat and defense policies described in the BNSP. The JSOP 
was in turn to be used by each of the individual services as 
a basis for budget preparation. Unfortunately the general 
guidance cf the BNSP was just as, 1f not more, acceptakle to 
the Service Chiefs as to its preparers. Its generalities 
could be interpreted in many ways, and so they were Ey e€ach 
of the individual services in preparing a budget that 
enhanced its cwn parochial interests. Lacking a meéckanisa 
for enforcing cross service flars and programs, each service 
Memea Claim that it had to provide the bulk of naticnal 
Seeurity. Nctwithstanding the existing fixed ceiling rudget 
concept, such philosophy led the individual services to 
freguentiy asx for more than their assigned allocation by as 
much as rifteen percent.{28}] To meet the ceiling imposed py 
the President (Eisenhower steadfastly maintained that no 
mMcre than than ten percent of the Gross National Product 
Should gc fer Defense) the Secretary orf Defense was fcerced 
mmo a Eudcet cutting role, albeit withcut. suffacient 
MimcomMmaticn tO make reductions. It is net suprising that 
the reducticrs made were on a horizontal Easis and that 
throughout the period 1947 to 1961 service budgets varied 
Meeesubstantially from a fixed twenty-nine rercent for the 
Navy, fcrty-seven percent for the Air Force and twenty-four 


Fercent fcr the Arny. 
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ane McNamara's Planning, Programming and Budceting 


System 

MOmmcOLECGteme lcm deciichencliesS Ch the period, 
including the inadequate integration of planning and 
tudgeting and the resulting duplication, parochialisa, 


rrotectiveness, short sightedness and irraticnal reducticns, 
McNamara and his Assistants Charles Hitch and Alain Enthcven 
designed a formal decision making process referred to 
hereafter as the Planning, Programming and Eudgeting Systen 
(EPES). As EPBS was to evolve, it was tc fpreve to be not 
just a reemphasis ort the separate planning, managemert and 
ccontrol functions historically at the center cf kudget 
reform, tut instead a systematic intermixing of these three 
functions with primary importance being attached tc the 
planning segment. What is to follow will Ete a descrirticn, 
and therein a definiticn, of PPES as it evolved in the 
Lepartment of Defense. Consideration of the franework, both 
internal and external, in which the process operates will 
alsc ke described. 

At the heart of the entire process lay the Five 
Year Defense Program (FYDP). The FYDP in essence was, and 
Sertll is, a scheduling of all Defense activities organized 
along mission lines and crossing service bcundaries in terms 
Meee cOLces, projected for eight years, and rescurces 
(manpower and costs), prejected for five years. The 
planning, prcgramming and budgeting process was merely a 
systematic means cr updating the FYDP base from whick mere 
detailed kFudgets could be prepared. 

Just as the name implies, PPES involves the 
three stages of planning, programming and budgeting as 
separate but nevertheless systematically related stages ina 
resource @ilccation prcecess. Although changing somewhat in 
later years, McNamara'ts planning process (1961-1968) was to 
Fe a comprehensive analysis of intelligence, technolcgical 


Beejgecticnus, Military threat and strategic and tactical 
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designs. The product was to be the definiticn of forces and 


weapons needed to assure national security anc the 
performance cf subsidiary defense missions. To accomplish 
Te Sy the PLamnangweprocess itself consisted of four 


consecutive phases oest characterized Ey the dccuments 
rrocuced therein. freCeerESte edociment,=« dJsOP Volume iT, 
reflected a mid-range (five year) mhrede assessment 
Beerormed by the JCS. Like its predecessor Lefore 19€1 and 
even theugh the proressed cornerstone of the rudget preccess, 
JSOP Voiume I was to continue as littie more than an 
aggregaticn cf the seperate Service assessments. As such it 
was to be given little attenticn by Secretary McNamare in 
his decision making precess. The second and third stages 
including the Service-Unified Command and JCS (GSOP Volume 
Ii) reccmmended force levels were given equaily short 
attention since they too had been based cn the criginal 
planning document that McNamara, for non-partisan pclitical 
reasons, was forced to tolerate. In reality the planning 
Frocess was begun with McNamara's Draft Presidential 
Memorandum (DPM) . Prepared by his systems analysts 
initially for review by the Secretary, tnen the Services and 


subsequent sutmission ~o the President, each DPM 


ere emma yt) ¢d =O eng, force requirements anc 
Pondne rar Censidgerations..." and “...spelled 
out concisely the asSumptions, raticnaie anc 
Sup eorci ng Anal alee cule 9 } 


Mmemecach Gl the ten major programs, i1.e., strategic fcrces, 
general fpurpese forces, etc. AS Such they were the [asic 
tcol by which McNamara was tc gain control cver and drive 
the rescurce ailocation process 1thin the Department of 
Lefense. 

In that the DPM comEined both strategy, ferce and 
financial considerations, it represented net cnly the final 
etage of the planning process but also the Eéginning ct the 


programaging frocess. Beginnirg With the Secretary's 





nsideraticn of the DPMs, the programming process was to 
clude further review by each of the services, subsequent 
cecmmendaticns for change to the DPMs and basic FYIFP and 
Mewly Secrétarial decisions. That the DPM weuld 
entually ktecome the Secretary's change tc the basic FYDP 
less otherwise challenged, was sufficient +o cause [oth 
e individual Services and the JCS te fromptly request 
anges, kKncwn as Program Change Requests (FC). Averaging 
ring these early years 300 annually frem the Services 
one, these PCRS vere for the most part rejected by the 
fice of Systems Analysis as being either tco costly, ctcor 
alyses andyor of insufficient priority when compared to 
e basic five year plan. The Secretary's responses to the 
R were called Program Change Decisions (PCD) and were the 
Si1S upecn which the individual Services were to update the 
De. 

Follcwing the PCDs and individual Service update cf the 
DE came the budget phase. At least theoretically ¢ach of 
e Services was to convert its fortion of the first program 
ax in the FYDP tc the more conventicnal, detailed 
né-itemyobject of expenditure format demanded by Conaress. 
iven by the old FYDP base and changes thereto as reflected 

the DPM-ECR-FCD process, the budget was tc be a 
ree-fali"™ document representing the nation's true defense 
quirements rather than aggregations of Service recuests 
Pr Garity €e¢nstrained by fixed ceilings as before. The 
fense Eudget was not so easily to be ccapleted however. 
Xlous tc enhance their power, Service budgets frequently 
ceeded initial frogram estimates to a significant degree. 
rthermcre, McNamara's assertion that the country cculd 
ford whatever level of defense was required was perhaps 
ue in thecry but, as most of the flag rank and Service 
Meces snecegnized, a2 Olt idealistic. Eudget ceilings, 
theugh not explicitly set as in the Truman and Eisenhower 
as, were implicitly reccgnized py those involved in ths 


source allccation prcecess as a guastien cf politics more 
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than analysis. An equally important factor behind the 
development of budget requirements was the GOncinuing 
evolutico of defense needs. Programs ccnceived in the 
initial planning stage as nuch as fifteen mcnths earlier had 
changed to smeéet new conditions as had aisc the associated 
ccsts. This too was behind much of the kLudget "excessi# 
requested ty the Services. The job of separating the "wheat 
from the chaff" in Service budgets, complicated by ali of 
the above, fell to the Defense Comptrcller kho in turn made 
reccmmendaticns to the Secretary by a SubjectyIssue oprecess 
Mmeren SccCn Came to be calied "OQperaticn Snowrlake."[ 30] 
Having reviewed the issues and having made a tentative 
decision thereon, the apnpiicable Service was given the 
Cpportunity tc accept or reclama. In either case the 
Secretary eventually finalized the Issue, the results of 
which were then reflected in tne President's Eudget 
submitted to Congress. 

One can easily get lost in the acronyrs and sters of 
McNamara's EFBS process. What has peen outlined abcve is a 
scmewhat atbrreviated version of a much more ccmplex decision 
Making apparatus. It is however sufficient to illustrates 
the methcdolcgy McNamara used in introducing a greater 
degree of flanning into the overall budget process. Prior 
MemeGONCINUINg with 2 quick look at the changes mace Dy 
subsequent administrations, it would be meaningful to 
Driefly summarize the more important characteristics of 


Lefense PPBS at the time. These are: 


Beemiapoe celeste and Most importantly was 
McNamara's extremely strong icadership. 


-Secondly the considerable amcunt of 
preliainary aon accomplished by the various 
‘chink tanks" before implementaticn. 
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Tiedt yp es ENbOugh JCint eficrt cf the above 


two, the development of a defense wide 
prcogram SebueccUEC FeOrlented tC Rational 
Security purposes vice parochial service 


unterests. 


-Fourthly, the development and fromulgation 
Semester tegue Gur agance, in Ehe DEN 1f not pb 

ae WoCl, sooet LEO tie top and £rent end ~o 
the 


d2cision making process. 


Teireniy, iLcng Lange resource allocation 
decisicns were to be a froduct of the 
Saat ar and programming phasé with budgetine 
confine to a detailéd costing of those 
aeeislons. 


Although a Significant imprcvement over the fre-1961 tudget 
methcdolcgy and its difficulties, AcNamara's system with the 
Mewemecidracteristics was alsc to have its difficulties. 
Pies most impcrtant probiem, to which later Administrations 
addressed themselves, was the degree cf centralization. In 
effect, strategic plans, frogram déecisicns and tudget 
décisions were made by the Secretary arith the aid of a 
Cemptroller and Systems Analysis staff. A power unto 
itself, McNéamara's group tolerated no intrusion by either 
mee Naticnal Security Council (NSC) or the Eureau of the 
Eudget (EOB)S In fact scme went sc far as to State that 
Mae ronhal Liscal policy was forced to adapt te defense eclicy 
mene b than vice versa.{31} Furthermore, *cNamara's short 
treatment of the military's JSOP and reliance on the CPM 
relegated the JCS and the Services to the rele of respecnding 
rather than initiating. Those who were to execute the plans 
had little to say as to what was or shculd be included - 
hardly a participatory management approach. That such an 
approach waS an over-centralization of the decision making 
Erocess is readily attested to by the symptcms that scon 


appeared, including 


=o 





-systems overload. Simply toc many decisions 
were reguired of too few in too shcrt a time 
frame. Man program decisicns were Of 
necessity made concurrent with and subsequent 
to the budget process for whicn they wera tc 
be the driving force. Furthermcre, many of 
these made during the proper fhase, such as 
the 700 budget decisions made annually by 
McNamara{ 32], were of highly suspect quality. 


wucOlatton.. MeNamara‘s prececupation with 

analysis and its centralizaticn eft little 

rocm for the more subjective but nevertheless 

absolutely Bec Sse a i Lae UeaCe Cie ae tar y 
1 


experience. Ina tion to affecting the 
Gilat cy Cd. Gecisions, the aifo\sise sibaeee ee 
eee oe in decisior gaking at the highest 

evels was to seriously upset el dbebre sta 
morale. 


In retrospect, the strengths and weaknesses of McNamara's 
FEES apparatus can provide a wealth of experience upon which 
tc kase subseguent inncvations. It was certainly to dc so 


fee tne Nixon Administration which followed. 


Eis Laird's Planning, Programming end Budceting 


System 


The overali planning, programming and budgeting 
cencept introduced by McNamara was retained ry Melvin Laird 
under President Nixon's Administration. Ccncerned hcewever 
with the weaknesses indicated above, Nixon ard Laird were to 
make two significant changes to the Defense décision making 
apparatus. Eoth changes were to reduce the cGegree of 
centralizaticn characteristic of the McNamara era. 

The first such change, external to the Defense 
Cepartment, cccurred in the President's Own national 
security affairs staff. Perhaps more properly characterized 
as renewed emphasis vice a change, the National Security 
Ccuncil (NSC) under the leadership or Henry KissirgérI was 
Smee agddin tc try its hand at providing strategic guidance 
to the JCS and Services. The means fcr acccuplishment was 


the Naticnal SIeCuLr Lty Decision Memorandum (NS EM | 
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approximately 130 of which were issued from 1968 thrceugh 
fieg2. Unlike the EBNSP, its predecessor cf the pre-1961 era, 
the NSDMs provided in fairly explicit terms defense pclicy. 
As President Nixon's Watergate problems intensified ard as 
Kissinger'ts Gove tEOm~ing became nore frequent, 
Fresidential oversight decreased and the NSDMs became f€wer 
and fewer. Nevertheless, the decision sraking apparatus 
became less concentrated than it had been ard more a cart of 
the President's policy making discretion. 

Laird's second change was to be in the decision 
Making precéses of the Lepartment itself. In essence tke JCS 
and Services were to be given crack the rele orf defining 
meece level structure instead of responding to the force 
Frcoposais initiated by the Pepartment's Systems Analysis 
Office. The Systems Analysis Office was relegated toc a role 
of reviewing JCS and Service rroposais and recommending 
Suanges to the Secretary as might be aprprepriate. JCS and 
the Services were however to pay a price fcr their mcre 
mieortant t.cle. It was in essence the acceptance cf a 
kucget ceilirg within which kalanced fcrce prcposals were to 
be submitted. No mere "Wish Lists" were acceptakle. In 
essence the reles cf Systems Analysis and those of the 
Service Chiers had been reversed. The prcetessed concert of 
fee cree-fall" budget had Eeen replaced Ey a ceiling 
reflecting acre closely the economic fhilosophy cf the 
Poamanistraticn. 

The mechanisms by which Laird implemented this 
seccnd change more clearly demcenstrate its impact. JSGP 


Volume JI waS to continue as before as an assesEment of 


threat and statement of strategies. So alsc was Volure MII 
of the dsGP eo Eemain as before. In that neither 
Memerescnted much change in their “plue sky" orientaticn, 


Meee alSc continued to be largely igncred by Secretary 
daird and his staff. The old DPMs, however, were reflaced 


Ey a series cf three decuments including 
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-First, the Strategic Guidance Memorandus 


SGM). The SGM, ai act te me the 
ecretary, waS intende co == he 4 ~EnOECUCh 
SumaccgMme pc. 1¢ document for the Servicés 
based on the NSDMsS and JSOP Volume {. (Ir 


Gractice and as mentioned beficre, the JSOE 
Olume I was largely ignored.) 


SOSconda, the Tentative Fiscal Guidance 
Meagcrandun (LEG. The Leou provided 
tentative estimates of resource ccnstrairts 
five years in the future for each Service anc 
Segtaih Majer programs. 


alomtGymeene fiscal GUuidence Memorandum (FGM) .- 
Baseaq in art On the» Acministration's 
eccnomic philosophy, the Secretary 
prcmulgates firm budget and in certain cases 
ee etecolstraln ts; Theoretically the FGL 

akes intc consideration the unccnstrained 
EORGomLeVvelSedecpicted in JSOP Volume [/1. if 
ractice ther? is fcele  “CeCrdination. 

evertheless Service BECEcee.= are to be made 
to vereouGh CORStralnts. 


In essence, the DPM programming dccuments were to be 
replaced cy kudgeéet ceilings. While perhaps reminiscent cf 
the pre-1961 period such ceilings were less arbitrary since 
defined in ccnjunction with national economic policy and, at 
least thecretically, based on risk assessment provided by 
the JSOFs and Service comments. 

Having received the budget ceilings beth JCS and the 
Services were to prepare their reccmmendations fcr the 
Eecretary. The JCS recommendation, the Joint Forces 
Memorandugz (JFM), defined the ferces and pregrams which JCS 
mememe could be Supported within the specified ceiling 
ccnstraints and outlined the associated risks when compared 
femeroe UncOnsetrained JSOP Volume II. Each cf the Services, 
shortly thereafter, submitted its Prcqram Objectives 
Memcrandum (FOM) outlining its recommended pregranms, forces 
and costs. In concept the JFM was to Fe an independent 


dccument providing a means cf evaluating Service prepesals. 
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In practice it was instead an aggregaticr of the Service 
POMS. The remainder of the PPBS process waS tO remain 
pretty much as before with oniy the name of individual 
documents being changed. The Program Change Decisions, for 
example, became Frogram Decision Memorandum (PDM) ard the 
SubjectyIssues of the old "Operation Snewflake™ kecame 
Program Eudget Decisions (PBD). 

With the changes outlined above, Sécretary Iheatiere| 
accomplished his objectives of decentralization. Just as 
Mver-centralization through PPBS brought cn additicnai 
problems, so decentralization within PPBS was to cure many 
cf these same problems. In essence Nixon and Lairc had 
placed Defense mere aS an integral part of national eccremic 
policy, intreduced guidance from abcve asc well as the 
experience factor from below and through constraints 
decreased the decision requirements of the Secretary by 
forcing the Services tc make many of those decisions. 

The process and fractices of PPBS as developed by 
McNamara and modified by Laird have cEeéen contintred by 
Secretaries Schlesinger and Rumsfield and fcr the nost part 
are practiced today by the Department of Defense. while 
PPBS has corrected many of the deficiencies cf the pre-1961 
freriod and Laird's innovations have made the entire process 
more workable, there remain several weaknesses in the 


existing Defense resource allocation process. They include 


-ar inadequate planning mechanisn. As 
mentioned, the JSCE volumes have creen for the 
mcst part ignored and strategic uidance 
issued indepéndently thereof. Pid. © Se aul 
MiiGdeawec wean be issied withcut ccordinatec 
plans and related risk assessment, raises 
S€Lious guéestions as to its validity for 
other than purely economic purposes. 


mececuince tor problems. A Single FFBS cycle 
1¢ a highly coordinated decisicn process. 
There are however three suca cycles on-going 
at ahy Oe pcint in time. esse toe June tc 


October time pericd Congressiona review of 
the budget year, PDM consideration of the 
program years and JCS consideraticn of the 
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pees ag years are Simultaneously on- et 
hile deciSicns on any one will affec the 
other, there is no systematic frocess for 
relating one to the other. 


a eyvicre length. Becatise wy thes FEBS» cycle 
Sxremas OveCr Such a lengthy pericd of time, 
approximately twenty months, it becomes 


exceeaingly important that plans and programs 
decided upor in the early phases fe updated 
in the later phases to reflect changince 


scenarios. As such scenarios Se more 
BaActaly, a Gnhanecveristic Ct oda ys 
environment, the supposedly Bochnical 


considerations of budgeting necessarily give 
Way tO broader program issues. fry as one 
might, and shcuid, programming and budgeting 
beccme intermixed. 


SccnetLroL ~~ suosSequent ee Lermulatron. 
Comprehensive in the sense cf bein a 
systematic integraticn of decisicns, Pos 
Sadtetecanmuny enhances the quality of budget 
-CL mG t 1 ON . Subsequent tc . Defense 
fcrmulation however, clo) jo) aie kchayelislwakre pel ang 
execution become increasingly fragmented. 
RéMiniscent of ee cide ona CGUERG. and 
Management philosophies, Congress reviews and 
appropriates EGRGCS!' han Brive “categories “= 
Operautons and Maintenance; militar 

perscnnel; research, develcpment, test an 

evaluaticn; procurement; * and military 
COloemuee! On  9- —a Great portion ci which are 
driven by line item considerations. Program 
elements remain cf ccncern primarily to the 
Defense establishment which attempts (0) 
relate Congressional actions across and 
Within program categories. 


Perhaps not so much a weakness aS a monument to the 
Pemutical {partisan and non-partisan), complex and tenpecral 
Nature of budgeting, tne above illustrates the opportunities 
@em~eell aS pitfalls to which zero-~case ktudgeting must 


address itself. Furthermore, that these weaknesses are 


descriptive cf the resource allocation process in Defense 
today 1S net to imply that the budget refcrm novement had 
stopped at the Pantagen. One tnemeCORErary, the tnitial 
successes cf PPBS in the Department cf Dertense were 


Sieeicient tc prompt President Lyndon Jchnscn to anncurce on 


mmoust 25, 1$65 that 








HThis morning I have just ccncluded =a 
DISS es Ogeie ye Wsteie alae With the Caninet and with 
the heads of federal agencies and I agp 
Need each of them to immediately begin tc 
introduce a very new and revcluticnary systen 
Of plaguing and programming anc budgetine 
throughout the vast federal 
government..." 33 | 


This "revclutionary system", Defense PPBS, was to be plucked 
from the Pentagcn and dropped in total upon the unsuspecting 
civilian federal sector. Its impact was to be substantial 
and its "failure" not surprising. Up to this foint, only the 
evolving Defense experience and the asscciated Defense 
rrocess have been explered. Pricr to exploring civilian FEPB 
Meme Licst helpful to look at the system frem a conceptual 


ccoint of view as ofposed to the frocess. 


meee kbs = A CONCEPTUAL DEFINITICN 


mae cencecptual underpinnings of PPS are found ir twe 
iamgeable truisms. First is the concept of Scarcity. There 
are Simply nct enough resources, men and materials, to 
acccmplish everything man, either in his individval or 
instituticnal capacity, desires. Even if there should be 
surticient personnel and material resources, time alcne 
would be a ccnStraining factor. AS a conséguence choices 
Meee be madé. The evidence and the product cf such ckcices 
comprise, in the financial senses, a budget. The second 
immutable truism is the inescapable ccnnéction between 
fatronal opclicy PCr mMuedat Len and execution and the 
Meeemaicurs cf rescurces. The choice cf£ naticnal objectives 
and the allocation of scarce resources by the budget precéess 
to carry out those objectives are but of¢pesite sides cf the 
Same coin. 

Implicit in the ccncepts of choice and Ludgeting is the 


need to ask such guestions as 





*How much mcre is needed for detense than is 
needed for other purposes?" 34 ] 


In perhaps a broader sensé, governments gmust be ccncerned 
with the rprevision of a wide spectrum of services: defense, 
health care, general weifare, education, transportatior, and 
recreation, just tc name a few of its responsibilities. 
Some] government can neither afford to surrort all cf the 
needs of its populace nor devote all its resources tc any 
one reguirement, it necessarily tollows that a compromise 
must be fecund. But by what methed should this compromisé be 
reached? That such choices will in fact be made is 


inescapatle. The guestion which must be posed is 


",..whether the answer restS On intuition anc 
guess, or on a budcet system that presents 
relevant information so Oye eid aoe as te 
Solepmoutesec EFationdl analysis, Elanning ane 
deecicton taking. "[ 35 j 


Early refermers and advocates of program budgeting were to 


answer guesticns such as the above by saying 


erreurs 06 Geleccrare Cicosers,  changinc 
our budgets and reshaping our forces as lonc 
as a © paVaGI appears to gain mere than if 
COC eS. 36 | 


ities 1¢d68a of "deliberate" choice 1s at the heart of the 
Flanning, Prcegramm@ing and Budgeting System (P°BB). 

Pianning, programing and budgeting is the means by 
which objectives (desired outputs) and réescurces (redauired 
inputs) are deliberately chosen and by which an acceftatle 
Calance cf ccmpeting okjectives and resource requiremerts 15s 
attained. Mcre specificaily PPBS is a three stage prccess. 
[meets first stage, pianning is to be a consideraticn of 
alternative strategies and objectives including both their 
expected costs and ccnsegquences. Following planning comes 


Frogramming in which the adopted strategic ckjectives aré¢ to 
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pe restated in terms of men and aaterials and their 
scheduled apflicaticn over time, The final stage, 
budgeting, iS concerned with translating the single Eudget 
year's pcrticn of the long range program schedule tc the 
detailed financial and resource input reguired by Cecncreéss. 

By a systematic integration of these three stages, PPB 
attempts to assist the decision maker in chcosing toth the 
cbhjectives tc be pursued and the means by which taey are to 
ke pursued. This systematic integration is achieved through 
a combination of analysis and process by which tor level 
agency management must annually assess the validity cf its 
cbjectives, evaluate these objectives in térms of outfut, 
consider alternatives and relate its annual Eudget to longer 
term plans. PPBS accomplishes the above cry providing a 
structured framework in which programs fulfiliing a certain 
okjective are grouped pips) major program Gategesies, 
Subcategories and prcgram elements. Baie set ewe 3S 
process specific issues are identified by tcf management as 
Lequiring in-depth analysis. Identificaticn cf these issues 
meme ctOllewed by special analytic studies Paden tat yang 
alternatives, costs, bpenerits and risks involved. agency 
decisions or recommendations and analyses with respect to 
these special issues as well as the basic frcgrams are then 
Summarized in program memoranda presented tc top management 
Messe tinal approval. With such approval, gercjected rescurce 
requirements as well as historical costs are displayed in af 
progran and Peanelals Plan, ws sZheLebDy Ecrtraying cn a 
multi-year (past, present and future) basis the impact of 
Fast and present resource allocation decisicns. The Eudget 
year column cf the program and financial plan then beccnes 
the basis for dévelcpment of the more detailed, input 
Criented Eudget documentation. 

An alternative means of defining PFE in conceptual 
B@emum= 1S to contrast it with the opposing view or budceting 
mete cYemendtles Lindblccn.f 37 ] The decision process 

3 


d to aS incrementalism and associated with Charles E. 
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Memdeiocm weuld attack the rational appicach of EPE as 
unrealistic. The incrementalist's argument is based on 
several PEC EOSItIOns . First, social objectives to be 
pursued and waximized by the rational affroach are in 
eenilict. One need only cbserve as evidence the conflict 
ketween environmentalists and oil companies surrounding 
censtructicn of the Alaskan fpipeline. Secondly, social 
values are tco complex to reduce to specific objectives. 
Even if cne couid reduce values to specific cbjectives, the 
cenflict emerging Eetween proponents and cpfoonents s«culd 
render such objectives unattainable. Therefore values 
Should be allcwed to remain ambiguous, each party reading 
inte the value what he dé¢sires. Thirdly, because sccial 
values are sc complex, they can be interpreted only as the 
decision maker examines a specific proposal for pursuing a 
particular value. As a ccnseguence, the incrementalist 
defines his values as he considers specific alternatives 
whereas the rationalist seeks to define his objectives 
first. Fourthly, because of the complex nature and corflict 
pieeounding s<ccial values, 1t is difficult if not impossibie 
to foreses the consequences cf resource allocations. ie 
therefore, behooves the decision maker to move in small 
incremental steps, correcting and modifying as he proceeds. 
Because of the inherent risk in large decisicrs, analysis is 
Pemeaned te those cpticns which differ not tce significantly 
from the status quo. Implications for the ktudget precess 
Meee tnat Ons does not "tinker" with the tase itself but 
lecks only at the increases or decreases. 

In the preceding two paragraphs, two seemingly cprcsing 
ccncepts or budgeting have been compared - first PPB which 
professes rationalism and seccndly incrementaiism which 
testifies to non-rationality. Actually the two are further 
meets In concept than in practice. In ccntrast with the 
incrementalist, advocates of the Planning, Frogramming and 
Fudgeting (PFBS) approach to decision making would nct argue 


wo th tne realistic interpretation given by the 


he, 








incrementalist to the decision envircnment. They maintain 
irstead that the conflict, ccmplexity, and risk outlined in 
the previous paragraph are all the acre reascn to 
systematically ferret cut the irrelevant factcrs and focus 
the decisicn maker's attenticn on the relevant issues. 
Reccgnizing the ambiguity and conflict surrcunding values, 
the PPBS advocate ccntends that decisicn makers cannot 
effectively argue whether program characteristics will teet 
a given national need unless they are stated in terms of 
cutput. The process of meving from prcegram characteristics 
to program output is the essence of PPBS. EY systematically 
analyzing and offering the decision maker aiterrative 
programs and program levels, value judgements can be refined 
by a more educated debate in the political arena.[ 38] Lats 


1s best summed up as 


eee (2g) unte analysis the things that 
are analysis and unto judgement the things 
that are eo ne aes ress 1 


Mieemiact that budceting is, above all else, a peliticai 
process rendérs the dichotomy between the rationalism of 
PPBS and the incrementalism cf Lindbloom less significant 
than one at first might believe. That this 1s so can be 
meastrated. Incremental budgeting (budgeting from the 
bettom—-up without top-down olanning) is more than a little 
Mees "driving a Car while lcoking in the rear view mirror." 
Decisions are based not so much upon where cné wants tc _ go 
as where one has been. By incrementalizing the Lase and 
thereby frojecting past decisions into the future, it might 
memeeexpected that the trend cf appropriated funds for a 
Stable organization from year to year would ke linéar. As 
reflected in Figure (1) a plot of Department of Defense 
@ECrcrriaticns over the period 1950-1978, and despite the 
anomalies cr tne Kcerean and Vietnam War years, sucn 


linearity doés exist. In fact a linear equation of the type 
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Y=a+#bxX +e 


where "a" equals the base, "b" equals the annual increment 
miae'c" equals the unknown "ncise", can be fitted to actual 
mee rOrriation PigiEcecme Wich. d  gGoodmess cE £f1t of .82 
nctwithstanding the twc war anomalies. Whether a straight 
linear cr perhaps better fitting curvilinear type, as 
explored in much greater sophistication by Aaron Wiléavsky 
in his search for predictive wodels of Eudgeting [4C] the 
relationship of past tc present is nevertheless underiabiy 
eranificant. 

The most interesting and enlightening aspect of Figure 
(1) is fcund in a comparison of fpre-PPB Defense Eudgets with 
those ot the PPB era (1961-1977). As the reader nay recall, 
FPB is ccncerned first of all with the setting of objectives 
and then analyzing the extent te which alternative prcgrams 
and the assoviated PZ UIESE Costs GOntrEibute <c -whese 
okjectives. In this context, the base is sacrosanct only to 
the extent that it continues to be not only consistent with 
moe Objectives but can in fact ccempete favorably with the 
alternatives. In such an environment it would nct be 
unreasonakle tc expect that Defense apprepriations might 
mex CONtINnUity from one year to the next. If true, a 
ccmparative analysis of time series data for the two eras, 
discarding the war perturbations tor the saxe of clarity, 
Seaeulid shew a substantial reduction in gceodness of fit for 
the PPE fperiod. However, as shown in Figures (2) and (3), 
pre-PPB and FPSB eras repectively, the gocdness of fit does 
meme GeckLeasSs but in fact increases Sslightiy from .$14 to 
mee in curther illustraticn is Figure (4) which depicts 
total Navy appropriations over the period 1965 to 197€ with 
mmegoooness cf £it of .9T. 

DPictmitic MiGGanaceecr Of the budget precess appears to 
remain unchanged, and perhaps appears tc be even acre 


incrementai during the PPB era, is not wholly unexpected nor 
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should it tke deduced that the rationalism of PPE has no 
impact. Cn the contrary, budgeting under PFE retains the 
appearance cf incrementalism, notwithstanding the on-going 
analysis of the Fbtase and increment alike, for séveral 
reasons. 

First of all, regardless of the frecess uséd in 
coiypiling the budget, the gGanner in which the ceiling itself 
is set is both incremental and political. Over e¢éichteen 
months prior to the beginning of the fiscal year, the 
Fresident and his Council of Economic Advisors fEreject 
expected revenues ana demands as a basis for assigning 
tentative ceilings tc tae various departments. In 
forecasting next year's expected revenues, which to a large 
extent are dependent ufon the state of the economy, the 
Eresident and Councii necessarily start with the current 
state of the economy. In the same fashion expected demands 
for next year are derived by looking at the demands 
expressed by last year's budget. From a macro point of view 
then, the upcoming cverall budget is an incremental cne. 
How much cf that increment gces to Defense 1S a gGuesticn of 
values that is necessarily defined in a democracy Ey the 
pelitical precess. On the cne hand is the literal who wceuld 
seek fulfilinent of social and domestic needs while 
Lestraining tassive defense expenditures. On the other hand 
is the ccnservative whe, decrying the extent cf governrental 
interference, would ssek to Jlimnit social and dogestic 
Becgtans While strengthening nationai derense. The preduct 
cf the President's early spring guidance and cf the ensuing 
political process is the annual increment to the Defense 
Fudget. Ihnat the Defense increment shouid ce distributed 
rationally cy systematically analyzing olcé as well 4s new 
[Tefense programs, instead of merely building upon the cld as 
Lindblocm professes, is the essence of FFE. At Eest the 
rationalism cf PPB can assist the President and the 
political process in the conversion of values to attainable 


okjectives. It cannot however be a substituts. 








Seccndly, in a more micro sens¢, Defense PFE is of 
necessity mere incremental, albeit rationally so, than its 
theory wculd imply. There does exist a pase, the Five Year 
Defense EFrogram, to which increments and cecrements are 
made. The key is that both the base and changes theretc are 
reviewed annually to ensure consistency with overall 
objectives. The basé€ is ccmposed of, as the name implies, 
lceng range programs or investment decisions with each vear 
representing progressive igplementation. The inclusicn of 
such long range investments in the FYDP necessarily gives it 
Semtinuaity £c£6reom year +0 year. 

Pimciiv 0G GatlOnality of PPPS 2S ccnstrained Ey a 
number cf practical factors. Just mentioned was the rumber 
cf long term investments. The sunk costs and commitments 
madé under those programs alsc provide an anchoring «fféect 
Which must be outweighed by expected benefits 1£ change is 
tc cccur. That such change does not frequently occur is due 
to the intense pressure brought Ey interest groups, anc as a 
Besult by peliticians, who perceive a ioss in sunk costs or 
future benefits if the program is terminated. Thus the 
dichotomy between Lane > Leon > incrementalism anc the 
raticnalism cf PPB is narrowed even further. 

The purpose of the foregoing has not been to denigrate 
FP3 or to imply that there is ne ditference between 
bandbloon's "science Or muddling ehmeugh', as his 
lncrementalism has come to be called, and PFE as implenrented 
1n Defense. Although both appear to Fé incremental, as 
mimeustroated in Figures (1) thru (4), one is characterized by 
"muddling through" while the other is characterized by 
deliberate choice. Tne intent however is to place the 
Bemronal, arrroach to budgeting in proper rerspective and 
thereby prevent its creing oversold as a fanacea for all 
resource alilccation j;frobiews. Evidence te the effect that 
the raticnal approach, such as PPB or zerc-btase budceting 
fvemeWili be seen), can work with substantial benefit is 


provided ty the Defense experience. Taat the perspective 
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from which the Defense experience must be viewed is cne of 
"hounded rationaiity", that 1s cecnstrained by the political, 
social and e¢conomic environment, is not easily accepted by 
Ekudget reforuers who advocate choice on purely e¢ccnomic 
grounds. As demcnstrated by the "apnarent" increméentalisn 
of the Defense PPB era, this "bcunded rationality" must be 
accepted by budget reformers as the goal to be attained. 
That this fact was lost unon manv budget refcrmers in the 
1960s and 1970s has resuited in the cverseliling of PEB and 
currently zerc-base budgeting. 

Having given a conceptual definition cf PPB and kaving 
contrasted it with the purely incrementai and rurely 
rational interpretations of Eudgeéeting, it is now approrfriate 
to examine the fate of PPB in the civilian federai sector. 
The overselling of PPE was to be perhaps the most impcrtant 


Semeene Lactors Contributing tc its demise. 


pemee ro IN THE FEDERAL CIVILIAN SeCTOR 


Notwithstanding President Johnson's news conference of 
most 25, 1955, PPB was launched on a short but net so 
sweet career in the civilian branches cf the federai 
Eureaucracy. Drawing upen the initial successes of the 
Defense department, the Bureau or the Budget's guidance 
depicted a system that closely resembled that of the 
Pentagon. In essence, the only changes made were in the 
namés or the various decision processes and resulting 
dccuments. The FYDP became the Program and Financial Flan 
(PFP) and, xregardiess of name, continued to depict a 
Structure of program elements, program sukcategories and 
Majcr prcegrams. To replace the Draft Presidential 
Memcrandugrs issued by McNamara were the Majcr Program Issues 
identified by the Bureau. In response theretc, the varicus 
departments were tc prepare Program memcranda (PM), tne 


Civilian counterpart of the Tefense Pregranz Change Request 
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HECR). Even the analyses supporting the Lefense PCK were 
@even a civilian counterpart, Special Analytic Studies 
(SAS). Unfortunately, the similarities between military and 
Civilian PPB were more cosmetic than real. 

Despite the galiant efforts of some agencies like the 
Departments of Agriculture, Health, Educaticr and Welfare 
mimemetne Office of Economic Opportunity, FEB was not long 
lived. Aithough not abandoning PPB, the new Nixcn 
Administraticn of 1969 was to place a greater emphasis on 
the analytic side of PEB than on the structural aspects (PFD 
and progran structure). Decline in the number of Majoz 
Frogram Issues from 400 in 1968 to 75 in 1969{41], was 
further emphasis of the decreasing interest in PPB cn the 
part of tcp zanagement.By June 21, 1971, the demise of 
federal civilian PPB was at nand with the annual Office of 


Management and Budget Circular A-11 advising that 


Pgenctes are mC (longes feqdired to submit 
With their budget submissions the multiyear 


precgram and fa nane Eg Pens, program 
Mewzoranda and Rees analytical studies or 
Og the schedules ree that reconcile 


Bieelarten GidaSoified according to their 
PrcglLam and approcriation structures. "{42 ] 


Despite the Circular's reaffirmation of "multiyear progran 
Flanning, analysis and eévaluation", it had effectively 
Eliminated the very means by which anaiysis and budgeting 
weze to be interconnected. Without the linkage between the 
two, analysis would be for its cwn sake 

For rurfposes of this paper however, the important issue 
1s not the actuai demise of PPB but the reasons for its 
demise. The differences between pilitary and civilian FP3, 
so substantial as to render cne a success and the other a4 
faiidure, provide a meaningful context in which to search for 
the underlying ceasonus. aAccordingiy what follows is first 
cf all an attempt to isolate the basic differences between 
laplementaticn of military and civilian PPE and secondiy an 


explanation of the reasons for success in somé civilian 
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agencies Eut failure in others. 


The dirferences between pilitary and civiliar Pps 
Here Of twc principie types, those pertaining tc the 


environment and those fertaining to the manner n which 


a 
iugplemented. With regard to the former, the defense ana 
Civilian fprocram envircnments are first of all by nature 
different. The degree to which either is susceptableée tc to 
guantitative analysis varies significantly. At least in 
dezense, program piauning can be pursued in the context cf a 
few ascertainable threats. For exampie, given the enemy's 
development or deep penetrating nuclear warheads, frecgrams 
can te planned and pursued sc as t0 ofiset any potential 
military advantage. The effectiveness cr alternative 
programs can be evaluated in terms of the threats to be nex 
cx such overall strategies as preparedness and deterrence. 
Therefore certain criteria can be used as a basis for 
choice. The same characteristics are net so easily fourd ina 
the civiiian sector. AS a general rule, the "threat" is not 
so much the nardware oriented Man-gachine systen 
Characteristic of Defense but instead a socio-eccnenic 
problem that is much more nebuious and difficult to define. 
MdideretoOnally, the imability to isolate the causes for sccial 
and eccnomic prediems nake their treatment even more 
Geericult. Take for example the rise in murder rates 
nationwide sahich may te the result of either inadequate gun 
ccentrol, unpremeditated crimes of passion cr the general 
déeciine in education. The determination cf cause, hewever 
Mieeercult tc define, should be the basis upon which 
COrrective prograas (capital punishment cr rehabilitation) 
are chosen. Regardless of its non-susceptibtility tc éasy 
Guantificaticn, the need for more systematic analysis, 
Peeanning and budgeting is ECvident. That it did not cccur 12 
the civilian sector is attriputabie te a second difference 


Between Military and civilian PPB, that is, capability. 
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Simply put, the ovplanning and analytical capabilities 
of the Department of Defense were nearly non-existent in the 
Civilian bureaucracies. Indeed, implementation of EPEB in 
the Department of Defense had been preceded Ly efforts, to a 
large extent sponsored by Defense, dating back to the 
Producticn Requirements Plan of 1941. By the time McNamara 
had arrived on the scene, analysis and fianning, aithcugh 
separate and distinct from budgeting, had btéccme fairly well 
instituticnalized. The same was not true cf the civilian 
agencies. Nct only were the personnel tc conduct the 
planning and analysis of PPB not present, but their 
non-avallabilitv was to remain a significant weakness for 
ccnSsiderakle time to come. Even the raw materials of 
em@alysis and planning, that is time and data, were lacking 
due to the always impending budget cycle and inadequate 
lnfcormaticn systems. 

AS 1f this was not enough to condemn civilian FEB, 
Miebe was a third difference. It was to te the ¢€Eccnenic 
Environment in which implemented. During the early 19€0s, 
PPB in Defense was assisted by tke availability of new funds 
to support additional strategic and conventional procrams. 
Fetween 1961 and 1963 the Defense pudget grew by a little 
Over $8 Fillion {as compared to the $5 Eillion tkat an 
incrementalist might expect). Therefore, the pressure to 
cecntest fast decisions was substantialiy siessened. in 
contrast, however, the civilian sector was tc nave no such 
advantage. instead, the ising costs OF dertense 
particularly from the growing Vietnam War, Great Scciety 
programs and inflation were to point tcwards greater 
conflict in the civilian sector for which incrementalism had 
in the past proven an adequate remedy. As compared to the 


Military resource guestion, the civilian issue was ne lcnger 


tw... Wwhose ox should be tattened Lut whose ox 
Scud me gored. /( 3) 
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Unfortunately civilian PPB had not yet sufficiently matured 
to the pcint cf being able tc survive such issues. 

Whether civilian EPB ever had a chance cf maturing when 
confronted by the envircnmental froblems outlined akove is 
scmnewhat academic. The more practical problems of 
implementaticn were sufficient by themselves to render it 
inoperable. The more Significant of these fproklenms, 
particularly those relevant to the pursuit of zerce-kase 
Eudgeting, are explored in the fcllowing paracraphs. 

The first, and perhaps the most Serious froblem facing 
Civilian PP, was the manner in which it was implemented. 
From the very start, civilian PPB was at a disadvantage in 
that its application had been directed rather than carefully 
nurtured. As previously mentioned, both President Jchnson 
and his Budget Buréau were sufficiently enamoured with the 
Defense process to require its ilmplementaticn, with cnly 
cosmetic changes, in Civilian agencies that neither 
understood its principles nor had participated in its 
design. Faced with a new precedure that bore no resemtlance 
to the existing methodclogy and that was net adapted tc the 
idicsyncracies of each agency, implementers were forced to 
conclude that PPB was "just another requirement" to satisfy 
the Bureau of the Budget. The agencies were not alone. 
Even the Fureau itself had relegated the PPB Cfuncticn tc a 
starf separate and distinct from the fEcudget review and 
Seamindaticn Operations. SUCR ai Stinericn was further 
strengthened by the appearance of separate directives for 
rudgeting and PPB with little reference between the two. 


The Bureau's guidance to 


(eeestamiashedn adequate central staff ofr 
Scares be LOL ahalysis, planning anc 
PECO Sami tng" 


coupled with lack cf preparaticn, inadequate understanding 


cf what was te be accomplished and the Bureau's own example, 


WwaS surficient to exempt agency budget decisions frcm the 


We 








intended influence of FPB. 

TOp management support and leadership were lacking in 
cther regards as well. One of the primary purposes of PPB 
as develcred in Defense was to facilitate decision making on 
a program basis withcut regard to organizaticral boundaries. 
To this end McNamara and his compatriots flayed a central 
role in assuring the development of a cross sérvice prcegran 
structure. The same degree of central farticipaticn and 
leadership was not evident in the civilian FPB experience. 
Instead frogram structures were developed independently with 
little Bureau coordination or invoivement. Thus a primary 
chjective of PPB was to remain unfulfiilea from the very 
start. Fer those whe were led tc believe that PPB wés to 
support the information needs of the Bureau, this weakness 


WwaS particularly distressing. 


AF Reascns Underlying the Limited Success of Civilian 


Et a = a 2 = SS a ee ae TT ae Ee a a ap ae ae ee ee oe eee 





The weakresses outlined above were net the only cnes 
memepLague PPE in the civilian sector. Cthers including 
inadequately developed oVNae len alee and Icact measures, 
Miera—-Organizational pclitical (non-partisan) strudqgies and 
inadequate consideration of Congressionai requirements were 
Mum ad tew of the cthers ccntributing tc its demise. 
Notwithstanding these weaknesses, PPB dicG have sone limited 
Pllecess aS 1S reported in a mid-1968 study cenducteda by the 
Bureau of the Budget. The study summarized in an article 
Woitten Ly Edwin Harper, Fred Kramer and Andrew Rouse for 
Public Administraticn Review, found S1x factors 
Characterizirg these departments which experienced sone 
success with PPs. (44) The characteristics of these 
departments (Agriculture, Health, Eaucation and Welfare and 
the Office cf Econcmic Oppertunity) tend tc emphasize the 
need to deal directly with the aifficulties referred to in 


the previcus section ana include 
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-an adequate number of analysts 


-well qualified analysts 


~Viemetcal and horizontal linkage tc. decision 
makers and the budget staff respectively 


-analysis was Supported by inforsal 
relationshifrs 


-~tcp management support and use cf analysis 


~an attitude that PPB was of benefit to the 
department/fagency as well as the Bureau of 
the Budget 


Subsequent reform efforts, namely that aig zerc-kase 


maageting, might be sukstantiaily enhanced cy due 


@emeideraticr of these characteristics. 
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E. PLANNING, PROGRAMMING AND BUDGETING - A CCNCLUSICN 


For the most part EFPB failed in the civilian bureéeatcracy 
and 1S perhafs not as strong as it might be in the military 
sector if planning improvements were made. Notwithstanding 
its weaknesses, PPB has left a legacy of analytic rescurcess 
and a growing executive and legislative awareness cf the 
need to use such resources. In looking ahead to the next 


era ef tudget reform, Allen Shick once said 


"With so much of the business of EFE undone 
it is fprebable that under a different label 
and with somewhat different ea cece and 
technigues there eventually wi ke a return 
to the aims of PPB."f{ 45] 


With a slightly different approach but certainly many cf the 


Same aims cf PPB, zero-base budgeting is that return. 
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IV. ZERO-BASE BUDGETING 


In the preceding chapters the author has dealt almcest 
exclusively with the history of budget reform and acre 
specifically with the products of the reform movement - line 
item budgeting, performance budgeting and PLlariingd, 
Programming and Budgeting (PPB). The okfjective cf the 
feregoing has been to identify the characteristics cf éach 
Preaquce and the political, social and eccnomic reascns, 
underlying its success or failure. By so dcing, perhars the 
Mistakes and envircnmental threats cf the past can be 
avoided by the current attempts to implement zerc-kase 
kudgeting. 

Reccgnition, however, of the reasons fcr success or 
failure in past refcrm efforts is but half the key to 
successful inuplementation of zero-base fErudgeting ir the 
federal sectcr. The other halt will be the deliterate 
adaptaticn of new Ltudget reform proposals tc the existing 
environment. A necessary prerequisite fcr such action is an 
understanding of the latest reform prepesal, zéerc~kase 
Eudgeting, and itS variations as reflected in private and 
state applications. By portraying zercoe-base tudgeting as a 
systematic decision staking mcdel, this Chapter seexs to 
provide the necessary understanding and, in conceptual 
terms, to demonstrate the close resemblarce of zerc-base 
rudgeting tc PPB. The following Chapter will then 2xamzine a 


moawmeor the mcre imp@rtant private and state applicaticrs. 


(He 








peel ae CCNCEFT 


Zero-Ease budgetirg is best set in fperspective by 
envisioning a spectrum of budget techniques. At one end is 
the incremental approach, that which is most commonly used 
meady 1f state, local and private organizaticns. 


Incremental Zero-~base 


Approach Wethecclogy 


ly Sie 


At the cppcsite end of this spectrum lies the Zerc-ktase 
methcdolcgy, increasingly being adopted by state and federal 
agencies as well as in the private sector. Eeeor 
persistently groping ONG a higher degree of 
comprenensiveness, lies close tc the zero-base nethodclogy. 

Instead cf concentrating on additions cr deleticns to 
the existing pudget as in the incremental case, zéerc-tase 
kudgeting réerers to a highly structured and systematic 
justificaticn of all expenditures, current as well as 
proposed. Zéro-base budgeting 1s structured in the sénse 
that relevant ainfcrmation is deliberately channeled tec the 
decision maker and is systematic in the sense that for e¢ach 
expenditure, objectives are Speci d cd, alternatives 
designed, ccsts and benefits identified, assumptions 
guestioned and new alternatives and cbhjectives consicered. 
As a structured and systenatic technique, <érc-kase 
rudgeting concentrates Oe fae MCOhekirution toward’ an 
activity's okjectives derived from each initial and éach 
additional urit of expenditure, doing sc thrcugh a series of 
Marginal analyses. 

All ct the above is acccmplished in three basic steps - 
Eirset, identifying decision units, secondly, develcring a 


humker of alternatives called decision packages and thirdly, 


ai 





cranking tkose decision fackages. Pele G1 Sac mm ot ds it 
effect an economic representation of a discrete operation 
that can Fe é€ither eliminated, reduced, allcwed to remain as 
is or bé expanded. Each of these options is supportec Ey a 
decision package, 1.€., an economic analysis of éach 
Cptionts impact on the organization. Ey rvanking these 
decision packages, the activity develops a flan for oftinun 
resource allocation within a given fiscal ccnstraint. Each 
of these sters will be examined more closely in the text 
mmat Lolicws. 


meat EFROCESS 


Ferhaps the first and most important step in develcfing 
a zero-base budget is identifying the ckjectives acainst 
which costs and benefits of varicus alternatives are to be 
measured. Albeit the most important, it is unforturately 
the most cverlooked asrect of government management today. 
By forcing lcwer leveis of nanagement tc specify their gcais 
in quantitative, output terms aad Ae descrite the 
Eomrr. bution of SuChin GUuurUs tO “<ObLganlZationel <dodls, 
zero-base budgeting calls attention to the need for adeguate 
planning and Simultaneously provides the technical basis on 
which such flanning can be déveloped. It does so by 
describing ¢xisting producticn functions (the ways in which 
Peertal and labor, or other factors, are converted to 
Output) and facilitates a cconrplete understanding cf the 
limitaticns under which such production functions cperate. 
Zero-basée budgeting can be considered net only a tcececl of 
See Optinazation (ty telling cne how best to achieve a 
@esirted result, as will te explained later) but alsc of 
memet OPctimization (by providing a raticnal btasis on whick 
tc eliminate, reduce or expand a given gcal).{46] Ir this 
TEespect, Zero-base budgeting ciosely resembles the 


Circularity of systematic analysis{47] i.e., specification 
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Srmouyectaves, statement of alternatives, identificaticn and 
ccmpariscn of costs and benefits, questioning of assumpticns 
and objectives and repetition cf the precess until the 
@pcimum cclution is found. 

Assuming that an adequate planning process has evolved 
from which objectives and planning assumpticns are 
fromulgated, lower management levels begin the process of 
identirying alternative means of achieving those objectives. 
Tcward this end, management's next step, and perhaps the 
mcst difficult one, is to separate all cf its operations 
into discrete decision units. Such decisicn units may be 
Peagrals, Crcanizations, activities, functicns or any entity 
having an output and over wnich management has discreéticn. 
When documented, the decision unit becomes an eccnonmic 
representaticn of a discrete operation susceptible to 
Banipulaticn by management. The decision unit is 
identified, and its documentation ideally prepared at the 
lewest levels of management for the purpcse cf providing to 
higher levels a series of economic analyses reflecting <¢acn 
unit's (current as well as fproposed) ccntributions to 
crganizational objectives at various levels cf expenditure. 

Once discrete décision units nave been identified, the 
Manager must consider and dccument alternative means and 
levels fcr accomplishing that discrete unit's mission. Each 
decumented alternative is a decision package and ccrtains 


the follcwing information - 
1. Objective 
2 DESCEIPtlon 
3. Alternative means 
4. Costs 


&. Benefits 


6. Measures Of perirorrance 
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[oaetn pact Cho nor Ppericr ming 


Fach of these, a common element in mest eccnomic anaiyses, 
is illustrated by the sample decision packages in Figures 
(5), (6) and (7), which taken together ccmprise a decisicn 
Moet. It is this ccnsideraticn of documented decision 
package alternatives, ideally at the Ilcwest manacsement 
levels, that is the key to zero-kase budgeting and alsc the 
Characteristic that differentiates it frem cther budgetary 
technigues. The basic goal is tc provide higher levels of 
Management with a substantial number cf choices and the 
necessary infcrmation with which to make thcse choices. sxe) 
do this, the decision unit's manager must examine two Easic 


types of alternatives - 


mest ¢ different means or achieving the 
decision unit's objective, anda 


Seccnd, different levels of eficrt for that 
objective. 


fhe first type cf alternative requires the manacer to 
consciously ccnstruct what might be considered a preduction 
fIunction fcr a given cbjective. Such a function is in 
essence a representation of how Gurcering rescurces 
feapital, lator, contract Support, etc) can be combined to 
rroduce a desired Revel mor) CUbpilemmen Neng ecCtlyc. In 
zere-base budgeting, management picks the ieast costly 
cOomkinaticn (while dccumenting the cthers) for a given 
chjective as the basis for consideration ct the seccrd set 
cf alternatives, namely multiple levels of effort. 

Faced with limited resources, consideration of cniy cne 
level of effcrt presents higher management with restricted 
SeeLronus, that 1s, either eliminating the function or funding 


it at the requested level. Zero-base budgeting recognizes 
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the marginal nature of most service and suffert activities 
ty explicitly identifying alternative levels of performance 
for each d¢ecision unit objective. iets ier = so much a 
guestion cif é€lither Unit A or Unit B but rather now much nore 
of A at the expense of B (or vice versa). Tom tna s ena, 
zero-base kudgeting requires that decision units be 
eubdivided into incremental levels of effort, i.e., decision 
packages. That is to say, Unit A includes a s¢€rarate 
é€évaluaticr/package for a minimum level cf effort (below 
mieh it 1S not feasitle oF realistic to cperate) including 
a statement cf the cconseguences cf not perficrming at all, a 
Gurrent level of effort and an enhanced level of effcrt. By 
sco dcing management at all levels of the crganizaticr can 
view each ircrement of effort ase a separate reguiremert for 
rescurces ccmpeting with all cther activity incremzents. 
From a macre point of view, such individual increments 
become the means of accomplishing organizaticnal objectives, 
Mim, the Lactors tc be optimized in the tctal predtction 
fmamerlon fcr the organization. 

The advantage of having documented aiterrative 
performance levels becomes particularly apparent when 
lecking at the costs and benerits asscciated witk each 
level. Zerc-kbtase budgeting requires that net only all costs 
and benefits (stated as dollar savings cr outfut) be 
identified fcr each decision fackage but that such costs and 
Mem@aeitts be portrayed in marginal terms, 1i.¢., arisinc iron 
€ach additicnal increment of expenditure. The questior now 
can be stated as not “how much more of A at the experse of 
meeeput rather by ccmoaring marginal costs and benefits, 
Memcuid an increment cof A be added?" and “dces an increment 
cf A contrikute more tc the activity's objectives than an 
imienement or B?,." The choice might be relatively simfle if 
all benefits were stated in commensurable terms. The fact 
that ta¢y are not however, does not negate the need for 
systematic analysis. It in fact increases the need to 


systematically present the decision maker with choices upon 


84 








which his experience and judgement can be bretght to kear. 
This beccmes most arparent in the fprecéss of fLanking 


decision fackages. 


Mee RANKING THE ALTERNATIVES 


Meeecibs "POimt in the zero-base budceting pExrcecess, 
Managers at the lowest appropriate organizaticnal level have 
identified in discrete terms all those activities thet may 
ke performed to achieve the assigned ckiectives. Such 
activities nave been documented in teras of the best (and 
alternative) means of acccmplishing the cbjective and 
alternative leveis cf performance, including marginal ccsts 
and benerits associated with each Ilavel. Each documented 
level of performance becomes Susceptiblie tc ranking Ly the 
decision maker, beginning at the lcwest levels of the 
SmG@aliization with succesSive consolidaticn and ranking at 
€ach higher level. For example, visualize that durin¢g the 
Mest stage of zero~kase budgeting, Cost Center A cia 
government agency developed the aiternative performance 
levels portrayed in Figures (5), (6) and (7). Visvalize 
alse for e€xauple that two other Cost Centers, B and C, also 
developed Similar decision packages. The array of 
alternatives at conclusion of this stage mignt afprear as 


fcilcws - 
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Cost Center A: 


CDP Ail Minimum Level 
CP A2 Current Level 
CP A3 Enhanced Level 


GOsct Genter B: 


CP E1 Mininum Level 1 
CP E2 Current Level 
CP E3 Enhanced Level 


SOSe. Center C: 


CP C1 Minimum Level 
BEPwG2 Current Level 


DP C3 Enhanced Level 3 
After Cranking at the next higher level of management, the 
array ja alternatives might aprear as the fcllcwing 


Mawoenritized list - 


Cost. Center 


Pricrity Decision Packages 
1 DP Al Minimuga Level 
Zz DP C1 Minimum Level 
S DP A2 Current tevel 
uy DP Ce pCustendt? Level 
: DP C3 Ennanced Level 


6 DP B1 Minimum Level 
7 DP B2 Current Level 
& DP A3 Ennanced Level 
S 


DP B3 Ennanced Lavel 
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Pie bteOLicazing eCach potential resource allocation, the 
decision maker (in this case a division head) must start 
With the garginal contribution that each alternative makes 
toward accomplishing the division's objectives. 
Unfortunately the CONC EL EYL ons arising from each 
alternative are not all stated in dollar terms, particularly 
in the fublic séctor where such contrikutions may be 
guantities cf services previded or some other tera of 
Output. Such noncommensurability makes the ovrioritization 
precess mere difficult and requires that maximum use be made 
cf management's background skilis and jtdgement. The 
Canking frocéss outlined above is repeated at each righer 
level of the organization through consolidaticn and revision 
cf rankings submitted by sufordinate levels. The final 
result, a pricritized iisting cf perfcrmance alternatives 
Meme the entire ofganizaticn, represents a flan for oftinal 
allocation of resources in whatever amount aferopriated. It 
is optimal in the sense that for each added increment ofr 
resources, an alternative with the greatest marginal benefit 
is to be funded. 

AS may te readily concluded from the arcve, considerable 
Managerial resources would be required to rank céach 
alternative level of effort particularly when considering 
the sizé or most federal agéncies as well as the tctal 
federal rudget. Technigues have been develcped to reduce 


this drain on managerial talent.{48]j} For exazmfple: 


-the manager is not so much ccncéerned witk 
cca See cic, DPEAGEIty = Ory package 14 with 
package 15, rut 1s concerned tore with the 
relative contributicns or packages 4 and 5 as 
@pecsed to packages 20 and 21, or 


SomeeilesOrt  dgoavel 1S established at each 
Organizational level with a a Ot shou ly 
these alternatives below that evel beinc 
accomplished. So as to limit the number oo 

packages being, ranked at each higher level, 
EiewecUE-@rl 15 increased Correspondingly. 
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A further alternative might be the application cf linear 
programming techniques as described in the COLT Cwang 
Batagraph. 

In those cases where costs and benefits of an added 
Gmetement of effort can be stated in dcllar terms, there is 
iegele difficulty in judging the contributicn made. When 
the benefits to be gained are not stated in dollar terms, 
the value relative to the dcecllar t-eneiits of cther 
alternatives is very difficult to judge. When comparing a 
Myriad cf noncommensurable alternatives, the difficulties 
can well be appreciated. However, if the relative 
prererences of management at the agency level cculc be 
expressed ty weighting one type of benefit in terms of 
another, an objective functicn for that agéncy might be 
constructed during the planning process.[49]} Such a scheme 
Might be based on the relative weights giver +o procrams, 
met aOnS Cr activities in previous budcets. Idecaliy, 
through linear programming technigues, such an objective 
function could be maximized by optimally ranking varicus 
ccmbinaticns of weighted performance level contributions 
subject to various resource (dollar and people) and/or 
administrative (travel, public v. private maintenance, etc.) 
Semetraints. Such an appreach if developed further might 
Substantially reduce the expenditure of austere maracement 
rescurces cnr the mechanics cf ranking and instead allow 
greater manacement emphasis cn the review and unavcoidabie 
adjustment of computer preduced rankings. This process 
would also assure the manager that consistent criteria had 
been applied to all alternative choices. The last but not 
least benefit of such an approach would be the creatior cf a 
decision mcdel wherein the izpact of changing preferences 
and constraints on resource allocation ccutld be qvickly 
evaluated. While the benefits from such an approach aprear 
eUDStantial, ail the advantages cf zere-base kudgeting wceuld 


ke lost if management relinguishes its responsibility to 
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review and override the computer's ranking when necessary. 
CrEviously the ap Enecden Cut died abcve greatly cver 
simplifies the problem of noncommensurables as well as many 
others including, for example, the interdependencies of 
federal programs. It nevertheless cftfrers considerackle 


ectential for enhancing the zero-base oudgeting process. 


D. COMPARISCN OF PPB WITH ZERO-BASE BUDGETING 


meroe tO concluding this charter, avery krief ccomparisen 
cf zerce-base budgeting with the Planning, Brogrammirg and 
Eudgeting System may be worthwhile. In theory, PPBS closely 
resembles zero-base DUdGet iG. Both aré¢e designed to 
Mmeeemplisch the same goal, i.e., to facilitate orftinal 
allocation of resources by the use of systematic analysis in 


the resource allcocation process. In practice there are sone 


@estinct differences. Danses the PERS. the systenatic 
development and eXaminaticn or alternatives eccurs 
predominantly at top levels of management with icwer 


echelons coufleting the many and various Eudget Lack-up 
displays to support top management's decisions. Althkcugh 
top management has made its basic planning and fprogran 
@ecisions, thers are still many policy choices and 
alternatives that need to be considered an tudget 
preparaticn and execution. Zere-base Eudgeting recccnizes 
that those test able tc initially deveiop and analyze these 
Choices and aiternatives are at the lower organizaticnal 
jevels. Thrcugh its decision packages and ranking erecess, 
zere-base budgeting previcdes a systematic Ecettom-up analysis 
and arrangement of choices based on the tep-down planning 
decisions. 

Secondly, PPBS has focused analytical effort on specific 
1ssues. Zero-base pudgeting wculd reguire, in its decisicn 
packages, analysis of all expenditures. Altnough in theory 


designed to ke as comprehensive as zero-pase Ludgeting, FPBS 
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has never attained this chjective due tc a lack of 
analytical resources, including personnel and the necessary 
information kase. Zero-base budgeting provides a solution 
to this prokiem by, first, giving lower levels of manacement 
a primary role in the analytical erfort (thus increasing the 
number cf "players") and secendly, by means of its décision 
packages, lncreasing the quantity and Gila aay of 
informaticn. 

Thirdly, PPBS does not provide for an explicit ranking 
c£ alternatives or levels of effort. AS a consequence, the 
Manager is unable to assure himself that rescurces have been 
©r are kEeing optimally allocated. For example, it is not 
uncommon for an agency to absorb a percentage reducticn in 
its funds cy applying that percentage as a horizontal 
keducticn to all activities performed. Zerc~kase budgeting, 
Ey means of its priority ranked listings of alternative 
performance levels, allows the manager tc select these 
levels cf performance considered the least important for 
elimina tion/reduction. esource allocaticn therefore 
becomes an act of deliberate choice vice a Eudget-balancing 
chek ae 





me CONCLUSICN 


This chapter has Geecenpteds tO “pertitray = Zerc-tase 
Eudgéting nct in terms or the mechanics Ey which it is 
accomplished but as a systematic decision making model. [In 
effect it extends systematic analysis beéeycnd the flanning 
and programming phases to the budget preparation process and 
in so doing complements, in fact enhances, tke existine FEBS 
approach. Hhile this charter has perhaps somewhat over 
Seger itied tLe mechanics and problems inherent to zerc-case 
budgeting, its purpose will have been tulfilled if the 
reader more fully reccgnizes the potential of zérce-kase 


Byaigetinag for better public sectcr rescurce allocaticn. 





Ee ENC RCLUCTION 


Zero-ktase budgetins, as defined and amcdelled in the 
preceding Chapter, was first used on an experimentai basis 
in 1969 Lty Texas Instruments Inc. to evaluate the operating 
expenses of certain Start and research divisions. 
Considered a success, the new methodology was applied to all 
divisions cf Texas Instruments in the fall of 1970 and is 
still in use today. Frem the Texas Instruments experience, 
the zere-base budgeting cencept was to expand not crly to 
Gamer fitms or the private sector but also to state 
government. 

Following his election in November 1970 as Governcr of 
Georgia, Jimmy Carter was to Fe frustrated in his search for 
ccmprehensive information about the costs and benefits of 
state prcgrams. While searching fcr a acre informative 
rescurce allccation precess, Governor Carter was to read of 
the Texas Instruments! methcdology, and shcertly thereafter 
amnounce implementation of the same for developmert of 
Seergia's FY 1973 budget. From Georgia zéerc-base budceting 
was to Ee adopted by eleven (as of August 1976) other states 
and eventualiy, with Carter's electicn in November 1°76 to 
the U0. S. Presidency, cy the federai bureaucracy. 

Today zero-base budgeting nas beccre part cf the 
Flanning and control procedures of a wide variety of 
Ccamercial and governmental institutions. In adapting to 
maese Organizations, varying eeeboacnes tO zercc-rase 
budgeting have evolved. Typical of these varying apprcaches 


are the inncvations described in the fcllcwing paragrarchs. 
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The purpese of this Chapter is not to provide an exhaustive 
meserng Cl Options but instead to describe, through brief 
case examples, metheds of implementation, particularly 
lonovative techniques and some of the lesscns learned in 


fairly successful ccmmercial and governmental applications. 


Pwmeee RIEVATE SECTOR APPLICATICNS 


In the fcllowing paragraphs, the authcr will briefly 
examine the various zero-base budgeting methodologies used 
in a few cf the companies that have implemented the prcceéss. 
Peeek>ad ch the basis cf their diversity, it is the authcr's 
intent tc illustrate varying approaches tc implenentation, 
definiticn and use of decision units and packages and 
varying ranking meéethodclogies that have preven successful. 
The basic concepts in usée at any of the companies tc be 
examined, however, closely resemble the model defined in the 
previous Chapter. Consequently ina what fcllows, cnly the 


unigue variations to that model will be illustrated. 


From an implementaticn Sitana pei nt, zerc-btase 
muegeting in Texas Instruments Ince. (11) did net cccur 
overnight as one is led to believe by the existing 
fete rature. Instead implementation at TI was a gradual 
process cf ccnceptual development dating back to 1962z.[{50] 
In fact most of the elements of the precess - decision 
units, packages and ranking - were developed as part ci {II's 
Okjectives, Strategies and Tactics (OST) system. Under that 
System, the need arose for evaluating and tradinc off 
stratégic expenses, that is prceposed projects for res¢arch 
and product/process development projects. Ic satisfy this 
need, the us¢ of decision packages was pegun in 1966. Along 
With the use of decisicn packages came reccgnition cf the 


need for pricritizing and ranking and ccnsequently the 
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m@carance Of criteria and methcdology fcr that rarking. 
Systematic tanking, first acccmplished by TI's Equipment 
Group in planning for 1967 and 1968, was further refined and 
used across TI in planning for 1969. It was not until 1969 
that TI's Chairman of the Board and President both expressed 
the need fcr a means of trading off cperating expenses 
against strategic expenses. With such impetus, zerc-kbase 
budgeting as known today was born. Phe West. LRoCr tank 
aspect of the foregoing 1S reccgnition of the fact that 
zero-base kudgeting did not "just happen" at TI. Ir many 
respects the deveiopment of zero-base budgeting in TI was 
Met, too difrerent from develorment of PPBS in the Department 
cf Defense. Both were designed to facilitate trace-cif 
analysis and both were designed internaily to meet 
Management's needs vice being imposed from external sources. 

The zero-base budgeting metnodclogy developed Ey TI 


@em=LstS cr four basic steps. 


Boies ce oct & Ing eee ey expense targets 
for the pericd being budgeted. 


-Second, defining and developing "decisior 
packages." 


= Jol ih pale selectin Btrcugie c 
eGee-Venerin and tiadgc=OLrk analysis th 
desirable packages. 


-Fourth, setting the budget as the sun of 
those "decision packages" approved. 


With regard tc the first of these, TI has fcund that 
m@iemesetting cf preliminary expense targets serves tc wake 
the entire precess more efficiert. Although reminiscert of 


Lewis! ccmments relative to deciding the merits of the case 
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kefore the evidence 1S in, these preliminary expense targets 
serve scme very practical purposes. The targets, preducts 
of business models uSing such factors as projected net sales 
and gross prcefit margins, focus decision package develcpmrent 
efforts withir the boundaries of expected funding. Seavng 
as a guideline, not a firm ceiling, these targets have 
served tc eliminate the expenditure of time and effort in 
developing cackages which have avery lcw probability of 
kéing funded. Additionally the use cr targets mitigate 
against the development of “shcpping lists" and forces hard 
Gecisions frcem the very beginning of tne preccess. 

With respect to the second step indicate abcve, 
defining and develcping decision packages, TI has develcoed 
not one Eut four appreaches. Prior te examination of these 
Pewee daperoaches it 1S important to recognize that ir TI, 
zero-~baseée budgeting is applied to service and support areas. 
It 13 not applied to these manufacturing cfperations which 
are volume dependent, volatile cperation and where 
fixed/yvariakle budgeting methodclogies are acre appropriate. 
Within the service and support area, operating expenses are 
analyzed acccrding to four technigues depending on the type 
cf expense. The first of these technigues, the Operating 
Decision Fackage (ODP), is much like that defined ir the 
Peeweous Chapter. In TI, it is used to depict in analytical 
Memo Speccitic task activities including projects and 
Frograms which are to be operated at a discrete level fcra 
Specific period to achieve a specific goai. An example of 
an Cperating Decision Fackage{51J is previded in Figure (8). 
The second téchnigue, depicted in Figure (9), is the Level 
mmmmeeernOort (LOE) technique. It is similazxr in concept to the 
Cprerating Decision Package but is applied in those sérvice 
and sSuprpert areas where operaticns are more routine and are 
€ither oferationally or legally required to support an 
Cn-going business. Examples in which the LCE technigue is 
useful include payroll, legal Selvices, mainterance, 


meewatty and purchasing. The LOE tecanigue can be 


els 
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effectively applied by categorizing the eftcrts within an 
expense area into broad tasks and functions and within which 
detailed work activities are listed. The quality achieved 
Mmmeecach Of these work activities is subjectively prejected 
at alternative levels of effcrt and is quantitatively 
represented Ey the rescurces necessary to attain each level. 
Level 1 is the lowest level of effort, belcw which it is not 
feasible to cperateée, and level five is the highest realistic 
Mewet Of Effcrt. While similar in concept te the Operating 
Cecision Package, it is much less detailed and certainly 
mcre subjective. 

The Boled said = fOUETA techniques “are conceptually 
different in that they involve mcre of a validation cf ccsts 
Vices an explicit conSideraticn cr alternative spending 
levels. The third, the Expense Matrix Analysis, is test 
used at any level cf the organization where subordinate 
units use a consistent set of ccst elements and perfcrmance 
emaices. As illustrated in Figure (10), by comparing 
various cost elements (say aS a percentage of net sales 
billable) across suborganizaticnal units with the same 
okjectives, the manager can assure himself cf the relative 
woeeralty of budgeted costs. The fourth technique is a 
Wweseratction of the third. The technigues for analyzing 
service and support ccests are certainly net limited tc the 
feregoing. Ferhaps mcst importantly, the reader shculd 
reccgnize that there are many ways of orgarizing "decision 
Paemeges", ijimited only tc the charactéristics (goal 
Ccriented, routine,etc.) of the cost and the imaginaticn of 
the respensiftle manager. 

Meaoebedard tO Ti'S third majcr Exrccess step, two 
technigues cf ranking are identified depending cr the 
Manager's Besctemen = 10 the “OrganiZgation. Packages are 
initially ranked at the level of the organization where they 
are developed, thus giving the process the motivational 
advantages which accrue from @ participatory manacéement 


approacn. At this level the ranking is acccmflished by the 
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individual wkc has the necessary expertise tc do so. As the 
packages mcve upward through the organizaticnal hierarchy, 
this individual expertise becomes mcre scarce and is 
replaced Ey reliance upon committee judgement. W2thar “the 
committee, ¢€ach package is ranked on the basis of weighted 
M@meteria aS depicted in Figure {11). Through this ranking 
Frocess, initially by the individual and subsequently by 
committee, ktcth operating and strategic expenses are 
separately prioritized. AEter Gehew pricratzzed list iis 
developed, the level of allowable funding is finally decided 
upon fcr kEcth operating and strategic expense and sefarate 
cut-off lines are apprcepriately drawn. As a final check, 
Management exercises its judgement with respect to these 
packages faliing immediately above and belcw the cut-cif 
lines. Ey so ding TI management is able tc assure itself 
Mime pElOLrity ranking was accomplished prcrerly and that 
cEvicusly required fackages were not intentionally orf 


Moeotentionally given too low a priority. 


ys Zero-base Budgeting at Southern California Edison 


Zero-base Cperational Planning and Euvdgeting, as the 
new methcdolcgy is called at Southern California Edison 
frery|52:, had its genesis from two related factors. First 
was the rising ccsts of energy and the simultanecusly 
declining growth rate in energy sales. Pacticulariy 
trcublescme trends in a utility company, SCE had reached the 
Beant Wiese, oT PrEepatiag its 1974 kEudcet, pre-ected 
€arnings would not meet the established company objectives. 
Thrcugh considerabie effort expenses were reduced tc meet 
acbitrarily specified spending limits. While top management 
Beweeew Of the impact cf such reductions previded visikility 
as to what waS not acing tc be accomplished, no such 
visibility was availarie as to what was gcirg to be dcne in 
fee SUCh conditions prompted SCE's Budget Director and 


Management Ccmmittee to search for a technique that wceuld 
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provide the required Ve Saeed tay, and the necessary 
flexibility to meet the changing energy environment. The 
second factcr underlying the genesis of SCE's Zere-tase 
Cperational Flanning and Budgeting system was the emergence 
cf such a téechnigue in Texas Instruments (as documented by 
Peter Pyhrr).[53] 

Just as in Yexas Instruments, SCE was to implement 
the zere-kase methodoicgy on a gradual tasis. ne has 
regard the entire process was completely tested in six staff 
departments while parts of the process were tested in the 
other regzaining departments. BIEROUGN Pane te in 


application, the test was useful in 


= eenr it ying factors which ima Date ¢ 
immediate acceptance by varicus managers. 


=Eroviding an opportunity to "sell" managers 
on the uséfulness of the concept. 


Pocmicetlig shes numtcrs On lented’, clerical 
puede process to a line oriented management 
i: OG. 


ope eng responsibility eg budcet 
reductions trom the star£f to the responsicle 
Managers who were best anle to assess the 
miedet CE SUCH Leduct ions. 


Ferhaps the icst significant outcome of these initial tests 


was the Peden ication and consequent devoticn of 
consideratle energies to the human factcrs of system 
1gpilementaticn. DUEIHG= the anitial test, iandicaticns were 


that the process had not FEeen tailcred tc managerent's 
reculiar styles and interests, that training was inad¢equate 
BUE Gf key isportance and that instructions and illustrative 


examples were not sufficient. Furthergcre, and most 
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mrpoertantiy, ccnsideratie “salesmanship” was found to be 
required. Faced with additional infcrmaticn requirements 
and associated efforts, middle and lower management were te 
require ccnsiderable persuasicn that the new process offered 
benefits that outweighed the costs. Such Ltenefits were to 
include an escape from the traditicnal across the board 
spending reductions, a chance to participate in the décision 
Making process and an explicit performance contract with 
chne's supericr concerning the work to be accomplishec and 
the resources to be provided for its acccnplishment. Not 
chniy must middle and lower management levels be ccnvinced 
that such rcenefits are available, but tcp management's 
actions must also demonstrate support and use of the systen. 

Wome oe ane 1976 tne Zero=bas]e Operational Planning 
and Budgeting méethcdolcgy was expanded with new managers 
being brceught under the process. The lesscns learned during 
mos Period were Significant and can ke useful Bui 
lgplementing zero-base budgeting in the federal sector. 


These lessons includ¢ the follcwing: 


-Zero-base Operaticnal Planning anc 
Budgeting's success was determined Di the 
extent EO which considered usefu anc 


rewarding to middle managers. 


-~Eudget $$ guidance was determined to 
PRsUttacient in teims of the mechanics 
excessive in terms of the philoscphy. 


ty 


ey) 
Out 


~The most significant benefits arc use of 
Sers NENG CO was at the lower and middle 
management levels where it cculd sérve as a 
Working guide throughout the year. 


~Féckages BRceores Tie J (occurence Lo-used 
rae te 19/6 thereby significantly reducinc 
Picts o CLECrt. 
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=Because benefits in many cases are net 
guantifiable, judgements pertaining to then 
Shculd be accompanied Ey a risk as&essment. 


SeecGause Of the ~increassead “ViSiEility, many 
current as well as proposed packages were 
scaled down tEefore sukmisSicn c reéviewince 
levels of management. 


-Guidance e#ncouraged the sucmgission of 
increased level CHRemerrorr VeErerpecsals. if 
sukstantial cost savings or benerits could be 
demonstrated. Most or these, waich woule 
have never beer submitted under the olc 
systen, were approved under the current 
methcdolcgy. 


With respect to the actual mechanics of SCE's preccess, 
memes NCt much dizterent frem that used by Texas 
Instruments. The definiticn cf decision fackages in SCE 
closely tesembles that of TI's Operational Cecision Fackage. 
However, with regard to ranking procedures, SCE tsés a 
technigue tc minimize the number of packages to which 
Management must devote its attention. At the lowest i¢vel 
of tudgeting, the manager ranks all decision packages just 
as hbefcre. At subsequently higher levels the ménager 
establishes arbitrary cut-off levels, say sixty percent of 
Bee upcoming budget, cor that particular organizaticnal 
Subdivisicn. Fer example at the Departmental level, ocnly 
those packages ranked below the 60% cut-off Fy eéach 
subordinate ccst center would be reviewed and ranked in 
detail ky the department manager. For those packages which 
the cost center had ranked akove the Sixty rfercent cut-cff, 
the department manager would give only a cursory review to 
ensure afpprepriateness and adequate cconsideratior or 
alternatives. At each higher level of the crganization, the 
percentage cut-off is increased ¢o as tc minimize the rumber 


cf packages subject to detailed review. 
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3. Zero=base Budgeting at Westinghcuse Electric 
Oo 


In ccncept and philosophy, Westinghouse Eléctric 
Menporatcicn*’s (WEC) applicaticn differs little from that of 
Texas Instruments and Southern California Edison. Tye ats 
applicaticn of zero-kase budgeting, Zero Base Plannirg and 
Eudgeting[54], WEC has made explicit three ccnsideraticns in 
determining a meaningful organizaticnal level at which 
decision units are best developed. The first is the size of 
the operationai and organizational levei at which meaningful 
decisions car be made. In this respect decision units that 
Bight include fracticns of people are tcc small since one 
cannot make a trade-off decisicn involving, for example, one 
tenth of a person. Neither can a decision, hcewever, be sade 
Ch an entire legal stafr of 50 people whe, in various 
subccmponrents, provide different services. As a-means of 
defining decision units, WEC suggests the use of an 
Organization chart. The lowest level cost centers indicated 
thereon are ferhaps the starting point since originally 
established for the control and management of specific 
activities. 

The second consideraticn set forth by WEC 1s the 
degree cf discretion available in making @eclsioas. 
Government regulations, legal requirements and e¢xisting 
commitments may Significantly reduce the number Sar 
alternatives available. If, as a result, there is cnly cone 
"mandatory" alternative, it should be reflected in a single 
decision package, given a high priority, and thereby quickly 
relegated to higher levels for disposal as affrropriate. 

The third consideraticn is that of time availakle to 
develop and rank decision packages at successive levels of 
an organization. Eecause of the time ccnstraints as well as 
the size cf the organization and experience of those 
Managers involved, it may be necessary to limit the 


applicaticn cf zerc-base budgeting at least when initially 
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installed. Subsequentivy as managers become more accustomed 
to the process, the depth to which applied can pe expanded. 

AS @ part of the definition and development of 
decision units and packages, WEC aiso emphasizes the néed 
for non-finéncial workload and performance measures and in 
so doing, the importance of adequate management analyst 
assistance. The identification of appropriate performance 
and worklcad measures is the responsibility cf the decision 
unit manager whose sursequent performance will be monitored 
accordingly. The adopted performance and werkload measures 
ace in effect the quantitative and gualitative means by 
which the relative contributions of each incremental package 
is evaluated. Without such measures no trade-off analysis 
Can be ocjectively acccmplished and zero-bas¢ budgeting will 


have lost a substantial reascn for existence. 


4. Zero-base Budgeting at Xerox Corporation 


Ccnfrented by a naticnwide decline in the grosth of 
Mmiec= Productivity, the marginal success On existing 
personnel activities and an increasing number of activities 
from which to choose, Xerox wasS prompted to seek a 
systematic way of assuring the allocation of scarce 
rescurces tc these personnel programs cfrering tne greatest 
memurhn.{ 55] First used in 1971 ain development cf the 
company's lcng rarge manpower strategy and ry 1973 used in 
the development cf fersonnel unit operating budgets, the 
mereex Methcdclogy is similar to that cf the ccmpanies 
previously described but also includes scmée significant 
loncvaticns. 

AS in the case of Texas Instruments, Southern 
Sam@rornia Edison, and the Westinghouse Ccrporaticn, the 
Mist Stsp of the Xerox process is the identificaticn of 
€ach current as weil as propesed personnel program as a 
discrete @eecison = Unit. Also as in the case cr the 
Ereviously described companies, those precgrams legally 


meawaread, such as affirmative action or cccupational safety 
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Beegtanlts, are given the highest priority and tkereby 
segregated from the more discretionary activities. The 
innovative aspects of the Xerox process are fcund not in the 
structure of the process so much as in the analysis tc which 
each program is subjected. Using standard criteria, éach 
Frogram is evaluated in a range from high te iow feasibility 
With respect to required and available state of the art, 
implementation ease and econcmic benefits. Included as part 
of the assessment cf eccnomic benefits is a cost-benefit 
analysis making uSE o£ probabilistic techniques in 
determining ¢xpected costs, expected benefits and net 
expected ccst or benefit. Furthermore, the economic risk of 
nct perfcrming the package is assessed on a scale cf from 
high to low based cn criteria established by top manacement 
at Xerox. Subsequently all cf the above assessments are 
used as infut tc a decision table that classifies each 
pregram as eéither very, moderately, marginally or not 
desirable. 

As described akove, the Xerox zeére-tase budceting 
methcdolcgy provides a disciplined and systematic aprfrcach 
to evaluating and ranking starfg functicns, in this case, 
personnel. Perhaps its most novel aspects, the use of 
probabilistic techniques and decision taklées, may prceve 
@emecialiy useful fcr other staftr activities, whick like 
rerscnnel, have costs and benefits that have rrceven 


eee uit tc guantify in deterministic forn. 
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The fcregoing review cf frcour fairly successful 
ccmmercial applications is, as indicated earlier, not 
intended to be exhaustive. In addition te the four large 
firms cited, cther firms such as Standard Cil Company (New 
Jersey), New York Telefhone Ccmpany, Reckwell Internaticnal, 
Merson yale Ltd., Fibreboard Ccrperation, and Florida Power 
and Galop nave made substantial efrorts toward 


lgplementation and, in so doing, have contributed tc tke 
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Scatc Of “ethe art. The success of all such coafpaniées, 
regardless cf their diversity, and particularly the four 
mentioned above, can be attributed tc certain ccmnmon 
characteristics. The most significant can be listed as 
Lomlows: 


pwEe-exlLstence “OF an adequate plannince 
EECcess. 


-ccnsiderablée top maragement involvement anc 


SUpPOrE. 

-igaginative adaptation of Zero-base 
Eucgéting ccncepts tc management styles ane 
needs. 

-substantial consideration or the humar 


aspects surrcunding the system's acceptance. 


While perhaps somewhat general, reccgniticn of the above 
Characteristics and their embodiment in future zerc-ktase 
budgeting applications will do much toward increasing the 


prokability cf success. 


Reet ALTr GOVERNMENT AEFPLICATIONS 


Pernaps éven more aoplicablie to the pursuit of zerc-Lkase 
budgeting in the federal sector are the implementation 
problems, the soluticns tendered and the lessons learned in 
state government applications. Certainly the implementation 
of zero-kase budgeting in the private sector of the econony 
was not witnout its ditt ieuliaes and challenges. 
Applicaticn heowever cf the ccncept to state government, 
while borrowing heavily from the experience cf private firms 


like tnes2 mentioned above, was to be cecnfronted by éven 
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greater challenges. 

Et appreciaticn of the difficulties and challenges 
faced by state governments, and to a mere considerable 
degree Ey the federal government, can te obtained by 
examining both the similarities and differences between 
Brolic and private tudgeting. In both cases, public and 
private, the tudget serves as a mechanism fcr establishing 
okjectives and goals, identifying the weaknesses tc be 
overcome and aS a means of integrating and contrclling 
erganizaticnal performance. Unfortunately the similarities 
extend nct much further and the dissimilarities become mcre 
noticeable. The differences between the private and futlic 
rescurce allccation precess are sufficiently numerous to 
fill an entire book, an effcrt that is well beyond the 
intent and scope of this paper. A few of these differences, 
however, are Darrltewlanly«s germane Ox, the  DUTSUAt “Of 
zéro-baseé budgeting and are sufficiently troubléescre to 
Warrant menticn in the fcllowing paragraphs. 

First of these differences is the relative magnitude and 
complexity of the allecation processes. Initially tried at 
Texas Instruzents, for example, zero-base budgeting was 
applied to a staff and research budget of akcut 1400 fecple 
auger oO Millica.{56] Introducticn to the state of Géorgia 
with 79,000 employees and a $5 billion ktudget represents, at 
least in dollar terms, a hundred-fold increass¢. Even more 
Significant 1S the introducticn in the federal bureaucracy 
Meeeueea budget cr approximately 3460 billicn, almost an 
additional hundred-fold increase. Not oniy is the magnitude 
of the effort almcst inconceivable but sec also is the 
process substantially more complex in the govérngrental 
arena. In contrast to the relatively streatlined 
crganization or most ccmmercial enterprises is the 
tremendously complex and perhaps cumbersome Eureaucracies of 
state and rederal government wherein fpregrams cverlap 
Organizaticns and vice versa. While little ccntinues to be 


known about Pewcomedstecmw. telattonsnips ci prograre £0 
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objectives, even less is known aktout tke interdependencies 
resulting in such a complex organization as_ state and 
federal gcvernment. 

A second difference between public and private 
budgeting, and particularly zero-base budgeting, lies in the 
ability to express beth costs and benefits in quantitative 
terms. Frivate industry has its BUS alae notive and 
accordingly the firm is able te analyze and prioritize its 
@emyetliecsS On the basis of relative dollar cests and dcllar 
Eenefits resulting therefron. That Xercx's Service Job 
Enrichment program offers net annual benefits of $9,92€ and 
meee osc-cbenefit ratio of 1 to 24.3 [57] is meaningful in 
Serms OF Cyverall profit criteria. In the puktlic arena, the 
ccests and FEenefits and criteria against which they are 
measured are much less quantifiaole. Slice most “cublae 
Erojects are Hee marketed, tor examri¢c detense and 
education, frice dces not exist aS a measure of benefits. 
Cther measures of benefit such as worklicad cutput and sccial 
impact must instead be defined. Whiie kEenefits can be 
defined in non-financial terms, thelr ncen-commensurarility 
makes the ranking process a matter of vaiue judgements that, 
moma democracy, is left to the political process. in 
Semrrast to ranking in private firms which is predicated on 
finding the most efficient use of resources, prioritizing 
activities in government is based on factcrs other than 
efficiency, such as need, which might result in intentional 
inefficiencies. 

The entree of pclitics is perharzs a third difference 
retween public and private kEudgeéting. Like the tarket's 
memeenin AeteLMining the oroducticn and distribution of goods 
in tne private sector, the political arena is the means by 
Meer the production and distributicn of public gocds is 
Girected. The extent to which adequate infcrmation 1S made 
available in the political process and the envircnomental 
conditions mctivating its use will determine the degree of 


incrementalism or rationalism exhibited. Notwithstanding 
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the foregoing, the entree Gt syop bit jeskrer Substantially 
increases the number of decision makers invcived as ccupared 
to the private sector. 

The fourth and perhaps most Significant aspect of fuklic 
versuS private budgeting that impacts upon the zeéerc-kase 
Eudgeting methodology is the different incentives motivating 
public and private decision makers. In the private sector, 
Management is much more oriented to the profit critericn. a 
Manager's performance 1S rewarded for the degree on 
efficiency and profit acheived. He knows that the greater 


the profit the greater his chance of survival. Therefcre 


"The reallocation of resources in the name of 
survival BOCs a much more easily achieved 
SV eerily eae {5 6 | 





Than in the=panbdsisomamena’ has yanmar 
to some extent "GS" rating, depends cn the punter of 


¢mplcoyees and the size of the budget supervised. 


Confronted by themecabove Gattaiculties Lt. iS not 
surprising that successful inaplementaticn of zérc-base 
Eudgeéeting in the public sector is perhaps even more 


dependent than the private séctor on these characteristics 
listed in the previcus secticn (1.e., testing, strong 
leadership, innovation, planning and human ccnsideraticns). 
That this is sco can be illustrated by a brief sketch cf two 


state government applications. 


1. Zero-base Budgeting in Georgia 


Perhaps the classic case of zero-base budgeting in 
state gcvernment is that of Georgia where it was first 
eee d Cn March 15, 1971, £cer preparation of the FY 1973 
budget reguest. Following the conceptual mccéel develored in 
mmemprecedincg Chapter, Georgia's budget precess 1S built 
acound three program ilevels - program (the lowest level), 
activity (the middle level) and department (the highest 


level). Beginning at the program level, say for exanple 








Emergency Medical Health, Food Services Or Executive 
Administraticn, a separate decision package is prepared for 
each of three levels of effort - a minimum ckjective level, 
a current cbjective level and an imprcevement objective 
level. The minimum level represents that ievei below which 
the program 1s not worthwhiie to perform. The minimum level 
1s expected to be below the current funding Ilsevel. The 
current cbjective increment brings total package funding to 
a level necessary to support the current level of sé€rvice. 
The imprevenent objective increment represents a greater 
Semective than that currently being previded. Detailed on 
each deéecisicn packagé, (see Figures (5), (6) and (7), are 
related line item detail, objects cr expenditure and 
guantitative performance measurements. Accompanyince ¢éach 
package (except the minimum) are more detailed schedules as 
necessary LOE Bust tEyong rental charges, contractual 
expenses, per diem, etc. Following its prefaratinon, ¢éach 
decision package is ranked by the activity level waracer, 
men. e€Xxatple the Cormunae y 1ST ybes Concro. Mon dala ninca ay 
Subseguently activity rankings are merged into a Department 
ranking such as the Human Rescurces Department. Approrriate 
funding cut-cff lines are drawn and exhibits submitted to 
the Legislature. 
In contrast to the implementation strategies cf the 
Frivate firms previously reviewed, Gecrgia did not first 
Meesi othe arrlicaticnof...zero-base~ budgeting. befors its 
expansion. Instead all agencies began preparing the FY 1973 
budget reguest in June 1971 and were required to sukmit 
three months later the required rankings. Geéecrge Minmier in 
His moncgraph on the Gecrgia Experience [59], fcund that 
sixty-five percent of departmental Budget analysts 
considered the advanced planning inadequate. Durinc this 
initial inpléementation period, decision packages were focrly 
Erepared and along with rankings, freguentiy had to be 
resubmitted. Furthermcre the number of levels of efficrt, 


rrogram structure and perfcrmance indices have undergone 
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numerous annual iterations before being appropriately 
defined. Mi or “the ~atbecve, factors in wtnuch= of the 
resistance encountered, could have been substantially 
alleviated Ly adequate pre-implementaticn tests. 

Sudden and acress the board isplementation ove 
zerc-base budgeting was to have its behavioral impact as 
well. Only after adoftion of the new methodology were 
department heads advised of the reasons for its appearance. 
Any Manager kept in the dark about a new system with which 
he is tc operate will consider it second rate no matter how 
Feneficial it might in fact te. And sc the lack of 
participaticn and consultation was to further resistance 
even more. 

Such resistance was to be causéd not only ty the 
manner in which the new system was implemented but also obDy 
the management practices following ingplemeéentation. While 
decision package rankings were crofessed as a flexible tool 
in meeting changing resource levels (bY mcving the cut-off 
line up cr dcuwn), it was not so used. New decision package 
rankings were often reguested and old cnes ignored as 
Changes in departmental funding levels cccurred. The fact 
mat che Orfice or Planning and Budget gic not use the 
rankings as advertised was a fact not lost upon iower and 
middle level wzanagers. 

A further problem with the Georgia zero-base frudget 
met hodolcgy has been its non-acceptance py the state 
Legislature. NIgeoOUue Suen: acceptance, department managers 
Know they nave a "second chance" in obtaining funds frcm the 


Legislature. AS Minmier indicated 


"Qne departzental analyst stateaq that his 
department was not tco interested in the 
executive budget because it_ was the State 
Legislature that gave his department the 
money 1t needed to Carry out its frograms." 


Meeencut the ccamitrent cr both the Executive and Legislative 
€ 


Eranches th Viability of zerc-base Eudget becomes highly 
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suspect. 

Bemudpo m= ene TOSt significant lesscn te be learned fron 
the experience in Georgia is the need for a flanning phase 
af a frereguisite of the budget stage. Pricr to 1971 the 
planning stage of the resource allccaticn process was 
ccnducted by the Bureau of State Planning and Conmunity 
Atfairs while budget preparation was acccmrlished by the 
Eudget Eureau. Both operated separately and concurrently 
with little cooperation. Not surprisingly there were ne 
btudget guidelines available cn which to base tkudget 
preparaticr, plans were never implemented and incréementalisn 
flourished. Implemented in 1971, zero-bas?¢ budgeting, at 
least initially, continued the separate and concurrent 
planning and budgeting philcsophy with the result that many 
decision packages and rankings did not reflect the goals and 
chjectives cf the state. Beginning with Fudget preparation 
for FY 1974 the resource allccation process was reorganized 
intc a flanning phase followed by a budceting phase. To 
this end, Governor Carter held a series cf meetings with 
department heads and budget analysts to develop, establish 
and atfirm goals, objectives and pudgetary guidelines for 
each department. Sukseguent to such meetings, departments 
were then tc formulate their decision packages. 

Hampered by less than an optimal implementaticn 
strategy, with an inoperative planning process and 
unccoperative Legislature, it 1s somewhat surprising that 
zero-~base Eudgeting survived. Thateetcmeala SUEViVve 15 
perhaps test evidence or Governor Carter's ungquesticnabie 
Bmepertt, active involvement and strong leadership. That it 
has continued te survive subseguent to his departure is 
attributartle to the high number or departmental analysts 
(seventy-eight percent of the respondents to Mingier's 


Survey) who recommended its future use.[ 60 | What 


2. zZereo-bkase Budgeting in Texas 
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Zero-~base budgeting in Texas was 
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preparaticn cf the FY 1976-1977 biennial kudget and, with 
slight mcdifications, was again used in the FY 1977-1978 
biennial budget. It 1S an application that is perhaps 
unigue for séveral reasons including first the considerakle 
design eficrt associated with its inplementatior and 
secondly its dual nature invclving both the executive and 
legislative branches aL igi design, impiementaticn and 
Operation. 

Like most OE its Georgian predecésscrs, 
lmplementaticn in Texas was acccrplished in less than the 
Cptimal manner. Characterized by the use cf consuitants, 
substantial changes to the existing budget system and an 
across the beard vice phased approach, implenrentation ras to 
face immense ditrficulties. Perhaps most Significant of 
these difficulties was defining the tyre of infcrmation 
needed tc suprort the decision making process. Paralleélling 
the duai executive and legislative involvement was a diverse 
Leguirement fcr information colléction. On cne hand memters 
of the Legislature might be ccncerned with the level of 
Ercgram expenditures in a certain geographical area whkeéereas 
the Governor might tke mere interested in the impact of 
Expenditures on a specific clientele. Simgian iy the 
requirements of the Governor and Legislators are more 
criented toward wide program and functicnal areas and 
associated measures cf effectiveness whereas activity and 
program Managers have a more narrow perspective and shculd 
be mere precccupied with measures ot efficiency. During the 
design of the zero-base budgeting process, the needs and/or 
desires cf top levei (the Governor's and Legislator's) 
Management were never communicated to agency personnel and 
Fudget ¢xaminers. In conséguence, these staff rerscnnel 
were placed in the frustrating position of elther attempting 
tc anticipate the needs cf top management or designing a 
system which, although meeting their own requirements, did 
little for the upper echelons. This was a major pretlen 


With implementation in Texas and one still under-going 
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substantial improvements. 

The develcpment of a program structure in Texas was 
roth a necessary frerequisite tc zero-base Eudgeting end an 
attempt tc ccpe with informational reguirements. Zerc-kase 
budgeting in Texas actually served to fcrmalize previous 
peeeGreS at Euilding a prcgrammatic classification of 
information. The development of a program structure was a 
fommt effort by ferogram structure teams consisting of 
examiners from both legislative and executive budget staff 
cffices, a program evaluaticn unit, consultant and agency 
rersonnel. Subject to oversight py a4 pregram structure 
review committee (inecludang senior examiners and 


ccnsultants), the program structure teams cperated urder a 


Sere OL guidelines in developing agency programs and 
@ecivities. Two approaches were used in the design effort 
including 
=a ee OD—C Caw aecece EOGUSING Hen agency 
ofjectives and he (amie We al jke) ST tena ine | 
Mecdwier eS NO EHOdtals accordant g tO these 
okjectives and 
= bottom-up apprcaca focusing on. the 
GEecupincgy «OF exis. i06¢ agency act ivicsc.: 
aGeOraing tO purpose. 
Acccnmplished separately these two approaches were 


empeeduently integrated into an acceptable ELrcgram structure 
Gee ali cf the characteristics - needs, objectives, 
workload and performance measures. The resuiting precgraa 
structures were well received not cnly Ey FEoth tudget 
examiners and agency perscnnel but by the Governcr and 
Legislatcrs as well. So well accepted were the agency 
Structures that the 1976 - 1677 appropriations format was of 
a program orientation. The previous line-item, object of 
peeeendic ure appropriaticn fcrmat for the most part was 


abandoned. 
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The fregram structure develcped consists of four levels 
mueecom LeweSt to hignest, the activity {(e.g., Outpatient 
Services), frogram (e.g., Bureau of Tuberculcsis Services), 
program area (e.g., Preventarle Diseases) and function 
(¢.g., Health and Welfare). Within this frameworx the Texas 
zerc-base budgeting precess places consideratle emphasis on 
an initial flanning phase in which beth agency and progran 
Managers seek to identify program needs and ckrjectives. As 
part of this phase is the develcpment cf a Frogram Decision 
Fackage - Need Table that specifies the target populaticn to 
woich the need relates, a target populaticn which will be 
affected immediately, an indicatcr of the severity of the 
Meead, an indicator cf the urgency and an indicator cf the 
demand for which services are not provided. 

Cnce such planning and program guidelines have Leen 
established, activity managers fcrmulate Activity Decision 
Packages accordingly, complete witn all the features of 
zeére-base budgeting and accompanied by sfecial object of 
expenditure, method cf financing and fpersonal services 
exhibits. Program managers then rank the Activity Decision 
Packages on Activity Priority Tables. Sursequently, and 
Maced On the Activity Priority Tables, program managers 
develcp Frogram Decision Packages. One of the primary 
differences between the Activity and PBrecgram Decision 
Packages is their respective efficiency and effectiveness 
S@emwentaticns. Program Decision Packages are subseguently 
ranked ky agency administrators tc shown the relative 


emphasis that 1s 1s recommended for eacn precram level. 


3. Summary of State Applications 


— ee ee ee _ 


The Georgia and Texas applicaticns of zerc-kase 
Eudgeting arée cnly two of an increasing number cf state 
aeericaticns. A review of cnly these two however 
demcnstrates that the characteristics of success are not 
moeeadiily different from those in the commercial sector. TOD 


Management's commitment and Peover sonic, imagirative 
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adaptaticn of the concepts te needs and styles, cultivation 
cf the human aspects and preliminary planning bcth in 
systems implementation and program reguireméents remain the 
essential lnogredients of Success. The additicnail 
experiences cf other states such as New Jersey, Rhode Island 
anc New Mexico, just tc name a few, lend further suppcert to 


the importance of these characteristics. 
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A. INTRCLUCTION 


In the previous five chapters the authcr has dealt in 
depth with the budget reform movement, particularly that of 
the executive budget, in the United States. By examining 
each of its phases, the causes, Cicie dees ris tGs and 
cCutcomes, the authcr has hoped te provide mere than a iésson 
Mieutstory. Indeed it has reen the authcr's purpese te 
portray cudget reforr as the product of an ideal, that is 
the raticnal budget, and the environment in which fEursued. 
Ey so dcing, the stage has been set fcr zere-base budceting 
in the rederal sector. 

In what follows, the author will first provide a brief 
e€xpioraticn cf the environment in which federal zere-kase 
budgeting is to be pursued. Following this will be an 
assessment of the process as currently being fursued by the 
meme: Administration. Moving £rom a macre te a micro point 
Seevicew, the author will examine the FY 1979 approach to 
zero-base budgeting in one federal agency, the U. S. Navy. 
mae conclusicn the author wili present an alterrative 


approach to development or the Navy budget. 
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EF. THE ENVIRONMENT 


The ccnsiderable effort associated with implementing 
zéro-base budgeting in private industry and state government 
was described by the case examples cited in the preceding 
chapter. That an increasing nusber of private corporetions 
and public todies are adopting the new sgethodolocy is 
evidence Ly itself of the benefits attainable. Discovery of 
those reascns underlying the relatively sudden emergence of 
a new reform era, however, reguires further exploration. 

From its very first implementaticn in Texas Instruments, 
ne. , zérc-bkase budgeting has gained rapid acceftance 
because its technigues were consistent with the needs cf the 
times. Faced by the recent recession, most ccmpanies sought 
ee Means cf appraising and centrolling cverhead costs. The 
intrinsic features of zero~base kudgeting whereby all costs, 
current as well as proposed, were revealed was found tc be 
an ideal means for such an appraisal and centrol. This fact 
was not icst upon the federal sector wherein reform is again 
advocated by many. 

As in the case ot PFB and performance budgeting, 
zero-base kudgeting draws its impetus frem groups with 
diverse mctives. On the one hand is the taxpayer who 
perceives gcvernment (particularly at the national ieével) as 
MeOonly toc big, ineffective and wasteful ktut as growing 
bigger and more ineffective. Toe resulting taxpayer 
resistance tc any noticn of higher taxes places a severe 
ccnstraint cn taose who would propose néw programs - the 
memelctcacian. AS indicated in the follcwing table{61], the 
growth in government svending has been faralisied by an 
increase in “uncontrcllable" expenditures (for example 


Sccial Security payments). 
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Spending $1345 5.8) 7/ Sale 
Permanent Aprfrop S)2) /e, 165b 
Uncontrollable 39% 7735 


Faced by the rapid growth of unccntroliable spending ard tne 
commensurate shrinkage of discretionery funds, it has keéecome 
apparent to bureaucrat and politician alike that new 
mechanisms cf choice and management are necessary. That 
such a change is occurring is attested to Ey the commerts of 
Senator Abraham Ribicoff (Democrat, Conneticut) who, kaving 
watched Ccnugress cater to each prcgran's rarrow 


ccnstituencies for thirteen years, now states - 


“sure there are small constituencies behind 


each  progran, but thebess a bigger 
GOUNStmcuctiaey Out, Encre: that's tired of 
BOC = i. government, and these small 
constituencies Gane Stang UE against 
elelclies vib sg 


A further indicatcr cf change was the fassage cf the 
Congressicnal Budget and Impoundment and Control &ct of 
1974. While having as itS primary impetus the excesses of 
the Nixcn Administration, uncontrollable and backdoor 
Spending were to be no small EaCeOrs.. Furtheéermcre, 
fcllowing ir the wake of the macrce perspectives of the 1974 


Budget Act, came a precliferation of micre budget review 


techniques, the mcst important being Senator Muskie's 
Government iconony and Spending Retora Act ane 1976 
(proposed) which included both Sunset and zerc-Lase 


rudgeting prcvisions. Sponsored by over 50% cf the Senate, 
and with similar support in the House, Muskie's profosél was 
nce small méasure of Congressicnal support fcr the zeéere-fase 


meeroOonale. 
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On the cther hand, and not unrelated tc the taxpayer's 
Sencern, certain pOlsta Clans nave lent to zeéerc-kase 
budgeting a more fositivist role. Take nor example 
President Carter who finds in zero~baseée budgeting a means of 
Seducing the wuaccntrcllable pcrtion of the budget and 
inefficiencies so as to previde more discretionery finding 
to ke used in new, much needed pregrams. Witness Carter's 


ccemment that 


",..there 1s no inherent conflict betweer 
careful planning eae budgeting aie 
SOnstane management Bedosc oo le Ute Cums. che mucin 
head, and compassionate concern for the 
deprived and afflicted on the cther. Waste 
and inefficiency never fed a hungry child, 
BPEevided a job  £cE a eae wCLTKeL, OL 
Sdueateame deSenving student.) 63) | 


Indeed it 1s Fresidént Carter's stated objective to increase 
Fuklic services by reducing such waste and inefficiency 
through the ktudgéet review prccess. 

Regardless of whether the end cbhjective is to return 
mimds to the taxpayer's pocket or reallocate them tc seccial 
welfare pregrams, zeéro-base budgeting fits nicely into the 
memerrical, sccial and economic trends of thz 1970s. Even 
more than @2 aethod of attaining such objectives however, 
zerc-basé budgeting cffers both legislator and bureaucrat a 
means of coping with the massive detail of infcrmation 
implicit in review of the federal oudget. Indicative of 
Congressicnal concern in this regard are the commerts of 


Be@atOor ECllings (Democrat, Scuth Carolina) - 


“Everyone in this body is familiar with the 
difficulty of trying to evaluate and decide 
Maicieninare c= Sd wnUnd bed = ot seudget line 
mtctowamds programs, = ana (fat Chel iantoO a 
Coherent and adequate preture c¢f where we 
acre...and where we should be heading..."{ 64, 


and Senatcr Erooks (Republican, Massacnusetts) - 
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"...Congress also needs to have available 

AfEropriation requests On a Simplified basis. 

APELOpriations reported on a fpregram basis 

would Ee far more aeaningrul to us than those 

reported on an object classificaticn basis, 

such as we folicw today. eee 

requests relating to expenditures LOe 

personnel, travel, See equipment, etc., 

or an entire departmen are meaningless sc 

Eo a> SdCtecE Mining “~EEOgGLram pricrities is 

concerned. Appropriations priorities must be 

based upon activity needs and benefits. "{ 65] 
Through its decision packages and rankinrgs, zerc-kase 
kudgetinc provides a perspective from which the budget can 
be viewed as a whole with pregram and activity needs and 
benefits cl¢early derined. Whereas the prcgram orientation 
of PPB was scmewhat premature and viewed with suspicicn by 
Congress, the package structure of zerce~rase budgetirg may 
be just "what the doctcr ordered." That such a new aprfroach 
waS accepted as more than the muSings of tucget critics, is 
reflected in the rfcllowing comments contained in Government 
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Beeecutive - 


Devcnmon  caperceol Hilly pasteerit2es .of. tine 
item prograads, usuaily Cie hcmmasls Cr eccat 
overruns, will find themselves increasingly 
Qeuwotmcine With fheir colleagues. In short, 
a greater number of Congressmen than in more 
eae eect decade will be to ee reater 
attention tc threat estimates han Oo fet 
hardware projects. "{ 66 ] 


muie L£ECm both the wider perspective of eccnecmic, pcelitical 
and social trends and the mechanics cf budget review, 
zero-base budgeting aprears to have found fertile grcurd for 
growth. 

Perhaps most Significant to the survival of zerc-kase 
kudgeting, is the fact that its support has come frem not 
Smey. the Chief Executive but rae D berlticiars and 
legislatcrs, a circumstance net so evident in previous 
executive reforms. #ith President Carter having flaced 
himself at the helm of a reform sovement parallelling 


Ccngressicnal interests, one sees a fortuitcus iinkace of 
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the zero-ktase budgeting process and the éenvircnment in which 


1t is being fursued. 


Sree Lr LEMENIATION IN THE FEDERAL SECTCR 


Altncugh not deseoun. Ing the SGSCktriDUtL er of 
environment, the lessons of past reform efforts also place a 
substantial premium cn implementation strategy. Fror Eoth 
these lessons and these of of current zerce-kase budceting 
Sepa acaticns, GeEral) soto to me lGgeedteotL]s lor ‘successtul 


implementaticn have been defined and include 


-tcp maragement commitment and leadership. 


=-adequate consideration cf auman factors if 
System implenentaticn. 


~acegquate planning in both systems design and 
Geveiopment cf program objectives. 


~imaginative adaptaticn of the system tc 
Management needs and styles. 


Using these ingredients as a guide, an assessment of the 
Seerent eiforts to implement Zero-~base fEudgeting in the 
federal sectcr can be made. Rather than reiterating a 
descripticn of the federal approach, which can be found in 
Meemculietin 77-9 and 1s not surprisingly likes the ccncept 
defined in Chapter IV, such an assessment is made in the 


follewing faragraphs. 


In his 1976 presidential campaign, President Carter vewed 
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to achieve a complete overhaul and reorganizaticn cf the 
federal kureéucracy and its budget systen. Following his 
election, any doubts as to his commitment were dispelled by 
his immediate application of the concept to the White House 
and subsequent memorandum, dated 14 February 1977, tc all 


departments and agencies advising each 


",..to develop a zero base system within your 
Bete a acccrdance with instructicns to be 
issu 2 the Office of Management and 
acer. reo? | 


Appeinted tc head the Office of Managemert and Budget, twe 
mia2viduals, Mr. Bert Lance and #r. James McIntyre, whe had 
ie ch been deeply SiVOLVed in the Geéecrgia fprcecess, 
immediately Eegan to prepare these instructicns. To neet 
the immediate problem of promulgating Ludget guidance, 
design ci the system and development of instructions was not 
accomplished in a vacuun by a special starf but instead 
assigned to the permanent Eudget Review and Examiraticn 
Divisions. Ey so doing President Carter, Lance and McIntyre 


have demcnstrated that zero-case budgeting is to te "the 


b3 


decision making process." Such commitment has further bee 
emphasized by an unprecedented Spring Budget Review in whi 
agency and department heads rcarticipated with Preside 
Carter directly in the definiticn of those issues tc be 
highlighted by the Fall zerc-base reviews. As if this were 
not sufficient to demonstrate his commitment, President 
Carter has furthermore established as grcurd rules fcr tne 
fall budget appeals the primery role tc be played by 


departmental and agency rankings. 
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To date the commitment cf top management to zerc-kase 
budgeting has been guite evident. While zerc-base budceting 
MeerenOt in its first year, in ail frokbtability, have 
permeated tco deeply into the federal kureaucracy, the 
demcnstraticn of top management support will certainly 
Eacilitate further expansion in the future. At least it is 
clear that the Carter Administration has put to work many of 


the lesscns derived frem past reform efforts. 


2. Adequate Consideration of Human Factcrs 


Having followed on the heels of the failings and 
controversy cf PPB, zero-base budgeting has tost assuredly 
encountered considerable resistance. Perhaps aka 
mae tcipation of such resistance, President Carter, Director 
Lance and Deputy McIntyre have attempted te incorporate into 
the systems design, to the greatest extent possible, the 
Beer rcipaticn of all those involved. For instance, ktoth 


Carver and Lance have met repeatedly with Cakinet officials 


tc explain tne process and emphasize Presidential 
commitment. The fiscal officers of federai agencies have 
been given tHe NOD EOELUNMtY tO CONMen:s Of  dratt- CMs 


instructions. . Liaison between OMB budget examiners and 
agency tudget perscnnel has been firmly estaklished. Cn May 
z3, 1977, these agency personnel, numbering several hurdred, 
were to meet with President Carter and to re assured cf his 
ccmmitment. 

Ferhaps most indicative of the jcint particifation 
has been the extensive involvement of all parties, CME (at 
oro as! examiner and division level) and agency, in 
accomodating agency needs and achieving joint agreement on 
Specific aspects of the zero-base budgeting process. Such 
agreements have included, but have not been limited to, the 
Specific issues of decision packag¢ preparation, 
Sempcolidaticn, ranking and justificaticno as well as a hest 
Cr more technical cudgeting issues. Furthermore sich 


involvement has not been limited to OMB and agency staffs 
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joie has extended to the 





Committees, Eudget Committees, the General Accounting Cffice 


and Congressional Budget Office. The existence of such 


close wecrking relaticnships and dialogue between aul 
involved is substantial evidence that zero-kase budgeting is 
net follcwing the same path as PPB. Whether such 

elationships can be perpetuated to lower levels one the 
Eureaucracy remains to be seen." Cleariy though, zerc-kase 


budgeting has had a gocd beginning. 





With respect to systems design, zere-tase budceting 
in the federal Sector Has “Ot shady “Ege LUuxUpy Joe 
pre-implementation tests characteristic of frivate sector 
applicaticns. Instead, follcwing the example of Georgia and 
necessitated by the perceived political time constraints of 
the four year presidential term, zero-base budgeting has 
been appiied across ali agencies subject tc executive rEudget 
review. Having had little time for adequate preparaticn, it 
is probakle that success 261 its Piast yeaL of 
iaplementaticn, FY 1979, will be somewhat limited. Perhaps 
just as in Georgia, considerable time will pass obefcre all 
cf its preblems have been rully identified and scltticns 
found. Whether zere~base budgeting can survive the preklems 
and associated frustrations arising from tntested, acress 
the board iaplementaticn will defend a great deal upon the 
persistence of the considerable top management commitment 
already witnessed. 

Nct unrelated to the above is the planning of 
activity objectives. Despite the legacy of analytical 
rescurces remaining after PPB, program flanning ard its 
linkage to Eudgeting remains a critical weakness in federal 
maageting. Ora tc iewmeasSOns es cited an Secticn C,of 
Chapter III and Section C of Charter V, the development of 


cojectives upon which to base budgeting has never been fully 
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accomplished except in a few instances such as Defense. For 
this reascn alone, it would be wise not to expect too much 
from zero-base budgeting in the immediate future. While 
statement of specific objectives and quantifiable measures 
cr performance may ce lacking in the initial years, 
zero-base budgeting should soon force imprcvements in this 
regard. As indicated in Charter IV, zero-bkase budceting 
Meet Serve not only to call attention to the lack of 
Panning cut will also through its decision units and 
packages facilitate definitcn @jee the shal enV e bree ie 
relationshirs that enacrle such planning. Until such tine as 
mms Can be accomplished and institutionalized, streng top 
Manegement leadership and persistence will remain at a 


premium. 
4. Adaptation ot Zero-bas¢ Budgeting to Manacemrent 
Neecs and Styles 


OMB's implementation strategy, including all of the 
above, can best be characterized as a decentralized one. In 
this regard @%Beshbaesm takemm™ the position that white tne 
cenceptual framework and general] rules can be specifieé, the 

eaiver sity Cr tederal Organizationspem™ each with irs 
idiosyncracies, renders thee promulgaticn of...an"Siinqlcd 
detailed apprceach unwise. Instead each agency has teen 
aldcwede=to address itS own requirements ané¢ to develcr its 
own applicaticn of zerc-base budgeting. Unlike PPB however, 
agencies have not been left entirely cn their own hut 
instead have peen guided by the President's Spring FEudget 
Review decisions and by the nor unsupstantial agency-OMB 
liaison ccncerning decision packages, ccnsclidaticns and 
rankings. SInieem neo wrididiny Of PPBsas apelied in civilian 
agencies was cne of the principle factors in its demise, the 
flexibility is particularly evident in the way zerc-kase 


budgeting is being approached in the Devartméent of Defense. 
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Peete ne DEPARTMENT OF LEFENSE APPROACH TO ZERO-BASE 
EUDGETING 


Shortly aiter its release, the Presidert's 14 Febtruary 
1977 memcrandum was relayed Ey the Secretary cf Defense to 
each of the Services. In so dcing each Service was advised 
tc prepare plans for implementing zero-base budgetirg as 
Bere Of the FY 1979 budget process. Accordingly, each © 
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ce deve: emapproach "consistent with itsomae 
decision making requirements. One Such =apcroachyPrthateot 


the U.S. Navy, is described in some detail in the fcllcwing 
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Pamagraphs. An alternative approach is then offered for 


laoplementaticn in the 1980s. 


imeeecuUrrent US. Navy Aprroacna 


The Navy's approach to zero-bpase Eudgeting 1s not 
substantially different from the way prior year budgets have 
been developed except in terminology (e.g., décision nits, 
decision packages, ¢tc.) used. OME officials have keen 
thoroughly kEriefed on Lefense PPBS and have agreed that it, 
1S a very large extent, accompiishes what zerce-Lrase 
miegeting prcposes. In this regard, much of the Navy's 
budget has been subjected to a zero-base evaluation curing 
the programming phase. Certainly the wmajcr procurement 
eecounts (Weapons Precurement Navy, Aircraft Procurement 
Navy and Ship Construction Navy) and Research, Development, 
Test and Evaiuation account are zero-bkased durinc the 
programming pfnase. These alcne ccmpriss apferoximately 44% 
of the Fy 1978 Presidential Budget. Adding to this the 
personnel appropriations whose reguirements arise ovt of 
force level decisicns alegre wht rt tary) CONnStryction 
Appropriation request which is justified fren zero up eéach 
year, the percentage increases to abcut 63%. Additicnally 


certain fpertions of the operating acccunts have teen 


ae 


zero-based, for example, flying and steaming hours and depot 
maintenance (Ships and aircraft). Because the programming 
phase of PPES acccmplishes nuch of what zerc-base budceting 
sets out to do, the Navy's approach has been to use FEE as a 
framework to which certain of zero-base Eudgeting's acre 
useful attrikutes are added. 

In view or the above, the Navy's apprcach to FY 1979 
Eudget development is to use the FY 1979 Precram Objectives 
Memcrandum (POM 79) as a starting point (assuming that most 
cf what is included kas been subject tc a z2érce~base review). 
Throughout the programing process, adjustments tc the 
Department of the Navy Five Year Program (DCNFYP) are made 
Ey program eé¢lement, adjustments which can be tracked by 
budget activity, appropriaticn and major claimant. The EFOM 
recpresents the SECNAV recommended pregram and is suprorted 
Ey recommended changes to the Defense FYDP. As Such, tajor 
Claimant and cudget activity control totals are derived fron 
the POM and frovide the constraints for claimant Eudget 
development. The Secretary of Defense then promulgates a 
Program [Tecision Memorandum (FDM) which either approves the 
Navy PCM or makes adjustments theretc, thus requiring 
Subsequent adjustment cf claimant constraints. Becaus¢ée the 
FIM is issued after the claimants have commenced Ludget 
development, the PCM claimant and budget activity totals are 
emesroundaticn of the Navy's FY 1979 zero-base budget. 

With respect te the major claimants, tne Navy has 
generally defined the decisicn unit to be each apprerriationg 
See rund. (Fcr submission to the Secretary of Defense, 
however, major claimant inputs are consclidated by Navy 
headguarter's analysts into decision units closely 
resembling the Program Budget Decisicn (FEL) structtre of 
previous years.) Additionally each claimant's kudget 
submission is to include a prioritized listing of increments 
and decrements to meet varying levels ot furding fcr éach 
appropriaticn. These proposed increments and decrements are 


considered the equivaient of claimant decision packages. 
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Mon FeSeect to the varying levels of funding fer éach 


appropriation, three alternative levels have teen specified 
for FY 1979 budget development by the claimants. The Basic 
Level, is aS in previous years and will reflect the FOM 
claimant totals as adjusted for pricing changes (pay raises, 
See.) . The Minimum Level is defined as the FY 1978 
Fresident's Budget as augmented for fay raises. A 
Pererbaitized listing frem the Basic Level tc the Mininuao 
Level is to ke reflected in each claimant's submission. the 
Addendum Level will include those programs which could not 
ce acccmcdated within the Basic Level and is attained by 
adding a prioritized listing of increments (nct to exceed 3% 
of the Basic Level) to the Basic Level. The range of kudget 
alternatives provided by the above for FY Uses is 


approximated by the following: 


Tota 

Navy OZuN 
Addendun $47.28 $12.38 
ECM 43.6 11.9 
Mininuaga Sie: V0 oS 


For the FY 1$79 budget development exercise, major 
claimants aré asSigned the initial respensibility fOr 
ranking/pricritizing increments from tne Basic Level to the 
foaimum Level. No prioritization of programs within the 
Minimum Level will cre accomplished. Upen receipt cr the 
claimant submissions beth the Minimum Level rudget and first 
mae seccnd incremental listings thereto will be "“scrurked" 
by Navy Eudget analysts to ensure correct pricinc and 
wolLaity. Deeeneia VOCHnimothe ipacmor the Navy's apEroach 
tc zero-bkase budgeting iS most recognizatkile. Botk the 
submissicn cf increments and decrements by eacn claimant; 
the necessity to cocrdinate frogram and organizaticnal 


interdependencies; and the Euilding and ranking of balanced 
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alternatives represent a substantial change to the rcermal 
way of dcing business. Since these increments and 
decrements represent proposed changes to the SECNAV ECM, 
program analysts as well aS numerous spensors must be 
Erought mcre explicitly inte the budget review prccess. 
What will result may very well be a new decision structure, 
incorporating mere of a program emphasis, superimposed on 
the budget phase of PPE. 
Perhaps the most difficult problem generated by the 
“Navy's approach to zero-base budgeting is that of defining 
senderanking™decisien ca@kages.” Unlike” Teves "rTnstruments 
hmcse™ and various.state governmentsywdiscrete decisicn units 
are difficult to define in DOD except at suck macro levels 
eebat Cbheiivie. Utaebd ey tS aed Odi bei: Interdependencies of 
Frograms, functions, activities, etc., appear the rule vice 
the excerticna. How one sorts out these dependencies is a 
_ cfucial unanswered question. If, for example, an increment 
moe additicnal F-18s as identified by cne claimant in the 
Aircrart Frocurement Appropriation, increments should also 
be included by other claimants for aircraft maintenance and 
training in the Operation and Maintenance ApfEropriaticr and 
for direct Military pay in tne Military Personnel 
MeecLOpriations. Inclusion of one decision fackage incremsat 
Without all cther interdependent packages would result in an 
imbalanced bFudget. With numerous claimants involved, the 
coordination problezs become substantial ns not 
eyerwheiming. What 1s attempted is the construction, ret of 
Meelisting ‘cf discrete decisicr packages as in the case of 
Texas Instruments, put instead a list cf alterrative 
calanced kudgets, each consisting of nugbercus 


cross-organizational and cross-program units. 
moe = copesed Alternative cor tne 1980s 


The Navy's approach tc zero-base Eudgeting in FY 
eyo is somewhat difficult to £1t intc the conceptual model 


@eézined in Chapter IV. From a budget fpersvective, the 
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approach taken appears not so much as zerc-tase budgeting, 
Bae instead ¢£ a continuaticn of PPBS with a form of 
incremental analysis completing the process. Certainly the 
time constrained atmosphere within which zerc-base budceting 
lmplementaticn has been required is a primary factor leading 
memthisS apprcach. Pernaps from a wider perspective it can 
be argued that, since a large pcrtion cf the Navy's prcgraus 
are subjected to a zero-base evaluaticn, the current 
MmemrOach is not incensistent with Chapter IV's model. 
However, since CMB has decided not tc ferce substantial 
changes cn Defense PEBS, it does not appear appropriate to 
preceed through the detailed analysis cf alternatives in the 
Frogramming hase and then develop a zero-tase budget which 
Subjects the approved programs use an unsystematic 
reformatting into décision units, packages and alternative 
levels. 

In the following paragraphs, the author outlines a 
reccmmended approach tc zerc-base budgeting in the 1980s. 
[joe SO dcing, FY 1979 is treated as a transition pericd and 
not used as a basis for further development. Insteac the 
author strays not tcc far frem the existing Pefense FPBS 
mmocess, flacing emphasis on tnat intformaticr and analysis 
which flcws through the process vice changes to the process 


feeself. 
a. EPlanning 


Pract Orme alin tic © exis5ting © tlatning . phase -oOf 
PPEBS need net te changed but shculd instead be strengthened 
Mee dcreater White House, Naticnal Security Council and 
SemgresSSicnal policy guidance. It budget development and 
supsequent Eudget review 1s to serve a ourpese, that is, tne 
attainment cf naticnal security, each must be based upon 
Ccbhjective threat assessment, agreed upon strategies and 
policies and the assignment cf specific resfensibilities for 
strategy exéecution. Until the threats, strategies and 


rolicies have been identified, the alternative means (that 


Wes 





is, decision units) and alternative levels cf perfcrmance 
(decision packages) for strategy execution cannct be 
defined. Although PPBS has accomplished much toward this 
end since 1561, considerably mere remains tc be done in the 
way of linkirg JSOP assessments and secretarial guiéance. 
Notwithstanding the need for such improvements, zere-base 
budgeting can be effectively used withir the existing 
planning framework nct only to define the optimum ix of 
activities in pursuit cf a given strategy, Eut as indicated 
Beeviously, as a ketter basis for definition of that 


strategy. 
Ee sbecrsSslon. Unlts 


A product ci the plarning process should be the 
identificaticn of tasic missicns for which the Department of 
Defense is tc be held responsible. An example withir the 
Navy might Fe Sea Control with subordinate mnissicns of 


” 


Anti~Air Warfare, Anti~Submarine Warfare and Anti-Surface 


Warfare. Within each missien classification théer¢e are 
various reguired capabilities necessary to neet the 
merential threat(s). Within Anti-Air Warfare for éxarple 
there is the need to destrcy anti-ship missiles and 
aircraft. The means to accomodate such needs are found in 


fae Varicus groupings cf program elements, 1.¢€., integrated 
Sembinaticns of mén, equipment and facilities which tccether 
Bomstitute an identifiable military carability. 

Since it is the smallest aggregation of ten, 
EGuipment and facilities whose output contributes directly 
tc missicn needs and to which activities can be related 
Meehout regard to apprcepriation or claimant, the prcgram 
element is ideally suited for and is réeccmmended as the 
decision unit. Pregram elements are an inherent part cf the 
existing resource allccation decision precéss, are an 
lntegral part of the existing ccmputerized Five Year Precoran 
etructure and are under the control of specifically assicned 


program element spensors. They are therefcre tailor made as 
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the decision units of zero-base budgeting. 
c. Decision Packages 


Given the massive cocrdination froblems inherent 
in the Navy's current approach tc zero-base budgetinc, an 
alternative tc the use of Minimum, Basic and Enhanced dcllar 
threshhclds is needed. An appropriate alterrative 
methodolcgy is to assign the definiticn of performance 
levels tc the program-planning stage vice the budceting 
stage. Based upon flanning guidance (threat assessment, 
strategy, e¢tc.), program issues from the Secretary of 
Defense and cn-going fcrce analysis, alternative perfcr@ance 
levels, sfeciric and programmatic in nature, should be 
identified fcr each mission and contributing frogram element 
Or aggrégaticns thereof. For example, a Moin Level or 
steaming hours, flying hours or sortie rates micht be 
established, telow which a particular program element ceases 
tc.)6COUmhke)h6C cost effective in counteracting a given thrsat. The 
Current Level might reflect either the existing performance 
Mevel or that which can be supported by anticipated funding. 
An Enhanced Level would represent a performance carfarkility 
in excess cf current mission need; for example, a Switch 
from defensive to offensive capability. Within the pregran 
element, é€ach alternative performance level weuld constitute 
a decisicn package for which the standard zérc-kase 
kudgqeting analysis must be accomrlished. 

The necessary analysis OL each decision 
unit/progran element and decision package (alternative 
performance level) can be completed in one of two ways. 
Given adéguate cost estimating techniques, the costs and 
effectiveness of each performance level can Le determined by 
heacguarters program, missicn, apprcpriaticn specnscrs and 
tudcet analysts. Having completed such analysis, decision 
fackages would be ready for ranking. it such “ecst 
estimating technology is not available at the headquarters 


level, the programmatic guidance fcr ¢ach alterrative 


‘ 
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Ferformance level would be fromulgated tc the aprflicable 
Major claimants. Masor claimants would then build the 
appropriate decision packages and submit them after ranking 
to Navy headquarters for review and ccensclidation. The 
latter method would appear most desiratle in that it 
introduces bottcm-uf participation within top-down 
structured guidance. In either case those decision units 
having ftcrce level implications would E¢ analyzed fitst, 
followed ky those involving operations and lastly, those 


mivektVvVing SUEport. 
Gd. Cécisicn Package Ranking 


faving completed the structured decision package 
analysis, each would be ranked within missicn area acccrding 
te its relative contributicns in satisfying mission needs. 
Tcp Navy management would then have available to it the raw 
Materials with which to formulate a FErogram Objectives 
Memcrandum at three levels - a finimum, current and enkanced 
level. Included therein wculd be rankirgs of Mininuag, 
current and enhanced capabilities tnat would frovide a means 
of allocating resources optimally within any given funding 
Mevel with full knowledge of the risks at that particular 


level. 
ew mevdaget ing 


KBaving defined in the POM the alternative 
performance levels and associated funding requirements, 
preparaticna of annual budget exhibits by subordinate 
commands could proceed in a structured and guided manner. 
Knowing the levels of pertcrmance to Ete achieved and their 
Memative pricrities, claimants could then cEullad decisior 
packages and suprorting schedules, in Such a way {perhaps 
functionally) as to achieve end objectives ucst efficiertly. 


Eudgeting wculd then become net just a drill in balancing 


IRs 





the pooks, Eut instead an organized and systematic rrecess 
by which decision unit/prcegram element line managers may 


Fursue end objectives. 
i. Summary 


The foregoing proposed approach to zérec-kase 
medic 2S ROte without Jt]s ditficulties. First of ali at 
assumes the avilability On adequate measures Of 
effectiveness which in many areas, particularly in support 
programs, have not bkeen developed. A seccrd froblem is the 
Mereta-pUurpose nature of certain forces and the difficulty of 
MmenzctLaylng them within any one mission area. AQ theed 
proklem is tne time ccnstraints within which any system must 
function. With adequate analysis and systems design effort 
these preblems as well as the many others can be overccme. 
Ahile such difficulties are hopefully tempcrary in nature, 
the benefits to be derived from the abcve aprroach wculd be 
tairly icng lasting. Perhaps the most significant of thése 
is that decision unit/package development and ranking is the 
meoduct cf ccnsiderabie systematic analysis, which kaving 
been acccmplished in the existing decisicn making prceceéss, 
can be brecugbt directly to bear cn the trescurce allocation 


meocess. 





The preceding five chapters have scught to piace 
zerce-~base budgeting in the broad context of an e€velving 
executive budget reform movement. The authcr's purpose in 
dcing so has been two fold - first, to isolate those factcrs 
in previcus refcrm eficrts as well as current zerc-kase 
budgeting applications that have either facilitated or 
hindered the pursuit of rational resource allocation and, 
secondly, tc assess the current federal zerc-base budgeting 
Birort, Lts progress, problems and prospects. 

With respect 18 the former, ervironment and 
loplementaticn strategy nave emerged as the prine 
determinants of nearly every past reform success or failure. 
Folitical, sccial and economic trends have teen the catalyst 
for (as well as inhibitor cf) change, with top management 
Sec O@rt, adaptability, human factor considerations and 
adequate rlarning as the essential ingredients. Reccgrition 
Se the £cforegcing can surely enhance the erebabilities of 
success in future implementations of zerc-kase budgeting. 
Indeed 1t 1s the author's conclusion that initial efforts 
toward zero-pase budgetin in the rederal arena are being 
mmesucd not CcuolyWwathin.a conducive environment but with ail 
the essentiai ingredients. 

The extent to which zero-base budgeting can be 
laplemented as conceptualized in Chapter IV is a matter of 
conjecture for which history must be the judge. Whether the 
persistence of the Carter Administration can successfully 
ccmpete with the ancient, but Sup b ies Lagi endurable 


meopnecy Cr Ecclesiastes 1:9 - 





TcerienGm@iintemnath been, £t 1S that which 
Sic Oe cen ands thas Which i5 dcne is that 
which shall be done; and there is no new 
thing under the sun." 


-remains to ke seen. Just as the more useful aspects of 
previous reforms have survived, it 1s nearly certain that 
the more useful aspects of zero-btase budgeting will survive. 
In so dcincs, another step toward the raticnal budget will 
have been made. Perhaps this is as much as can be heced 
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